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ECONOMIC CONDITIONS IN CANADA IN 1931-2 


Tux available statistics on the external trade of Canada point 
directly to the outstanding effects of the depression. 


External Trade. 
(Millions of dollars.) 





Total Total Excess of = aon 


Imports. Exports. Exports, to Imports. 





1928 : : 2 1,109 1,251 + 142 112-8 
1929 : ; ; 1,265 1,389 + 123 109-7 
1930 , : : 1,248 1,145 — 103 91-7 
1931? = ; - 586 564 

















The decline in exports and the appearance of an unfavourable 
balance in 1930 are significant facts. The character of the trade 
and the chief countries concerned are shown in the following 
table : 


Export Trade. 
(Millions of dollars.) 





1928. 1929. 1930. 





U.K. U.S. Total.|} U.K. U.S. Total.|U.K. U.S. Total. 





Vegetable Pro- 


ucts. . | 3810 56 655 | 325 69 647) 187 49 385 188 
Animal Pro- 


ducts. ; 49 92 166; 48 85 159; 41 67 133 66 
Wood and 
Wood Pro- 
ducts . ; 17 239 285] 22 2386 289] 21 238 290 170 
Non-ferrous 
Metals > 16 44 91 16 63 113 15 102 154 67 
Total Exports | 412 478 1,228% 430 500 1,364 | 282 516 1,120 553 

















1 Eleven months, Canada Yearbook, 1931, and Monthly Review of Business 
Statistics, December 1931, Unless otherwise stated, statistics in this article are 
from the above sources, 

* Excluding exports of foreign produce. 

No. 165.—vo.u. XLI1. 
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The weakness of the trade situation is shown in the decline of 
exports of vegetable products, in other words—wheat,! as shown 
in values and volume in the following table : 


Total exports of wheat and wheat flour. 











(Millions. ) 
Wheat. Flour. 
Total Value. 
Dollars. 
Bus. Dollars. Barrels. Dollars. 
1928 ‘ . 267 352 9 60 412 
1929 ‘ 4 370 429 1l 65 494 
1930 F i 177 216 8 45 261 
1931? s ‘ 173 ao 5 — — 

















2 Eleven months. 


The price of wheat in Canada declined from a yearly average 
for No. 1 Northern of 146 cents in 1927-8 to 124 cents in 1928-9, 
and from 160 cents in July 1929 to 95 cents in July 1930 and 53 
cents in September 1931. It moved slightly upward to 67 cents 
in November. 

It is difficult to over-estimate the importance of wheat to 
Canadian industrial development and to Canada’s present 
problems. The economic and political structure of Canada have 
been built up in relation to the production and export of wheat. 
Investments in canals on the St. Lawrence in the ‘forties and in 
railroads in the ’fifties were designed to attract the wheat trade of 
the western states. Failure to attract this trade was accompanied 
by the expansion of wheat production, especially in Ontario, 
which was followed in turn by the construction of the Canadian 
Pacific Railway and the expansion of wheat production in Western 
Canada. The deepening of the St. Lawrence ship channel, of 
the St. Lawrence canals, and of the Welland and the Sault canals, 
the development of ports and of elevators, and the construction 
of through lines and branch lines were carried out in relation to 











a Exports to United Kingdom. 
(Millions.) 
Wheat. Wheat Flour. 
Total Value. 
Value. Value. Dollars. 
Bus. Dollars. | Barrels. | polars. 
1928 . P 189 245 3 20 265 
1929 ‘ ‘ 230 260 3 | a 283 
1930 , R 113 140 2 14 154 
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wheat. Moreover, the expansion of industry in Eastern Canada, 
and the consequent revolution of eastern agriculture was largely 
a result of the opening of the West, especially after 1900. The 
development of the lumber industry in British Columbia and the 
development of coal-mining and the iron and steel industry in 
the maritimes were stimulated by the marked increase in the 
production of wheat. : 

The rapidity of Western expansion which characterised the 
period from 1900 to 1914 declined after the war, and industries 
engaged in meeting the demands for permanent capital equip- 
ment, such as railroads, declined in relative importance with 
relation to the west and were forced to find new markets as in the 
case of the British Columbia lumber industry, or to become 
involved in financial difficulties as in the case of the iron and steel 
industry. Industries engaged in the production of consumers’ 
goods and of less permanent forms of capital equipment, such as 
agricultural implements, have reached a state of relativé stability 
or have found possibilities of continued expansion in new markets. 
On the whole, wheat has continued in the war and the post-war 
periods as the raison d’étre of enormous investments of capital 
in Canadian transport, industry, and agriculture, and fluctuations 
in the volume and value of wheat produced in Western Canada 
have been registered directly and indirectly in the economic 
conditions of other parts of Canada. Its influence has been 
tempered by the growth of mining and of pulp and paper industries, 
but it remains of basic importance. 

A decline in the volume of production and in value of wheat 
has far-reaching ramifications. The effects on returns on the 
enormous investments of capital vary as usual with the policy of 
the organisations concerned, with their opportunities, and with 
the skill of management, but in the opening of the West, various 
incalculable and unpredictable factors have been in evidence. 
Canada emerged as an industrial country at a comparatively 
late date, and consequently was able to borrow the mature 
technique of other countries and apply it to virgin natural re- 
sources. Her development was therefore rapid. Her political 
boundaries had been hammered out in relation to the fur trade, 
and it was necessary to adapt the consequent geographic unit in 
the northern half of North America to the production of wheat. 
The importance of cheap water transportation on the St. Lawrence 
system, the heavy investment of capital on the part of the Govern- 
ment in the improvement of the system, the enormity of the task 
of bridging a continent and the necessity of ws its 

B 
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completion in a short period of time were factors requiring 
substantial Government encouragement and support. 

The character of Government support to the improvement of 
navigation and transportation varied. Improvement of the St. 
Lawrence system was undertaken as a direct Government work 
in the case of canals and the Intercolonial railway, and in the form 
of subsidies and loans in the case of the Grand Trunk and other 
railways. A cash subsidy, land grant, and numerous minor items 
of assistance were used in the construction of the Canadian 
Pacific Railway. Returns on the investments of the Government 
were obtained through the tariff. A. T. Galt, Minister of Finance, 
stated in 1862 that ‘“‘ the Government has increased the duties 
for the purpose of enabling them to meet the interest on the public 
works necessary to reduce all the various charges upon the imports 
and exports of the country—all these improvements have been 
undertaken with the twofold object of diminishing the cost to 
the consumer of what he imports and of increasing the net result 
of the labour of the country when finally realised in Great Britain.’ 
With raw material such as wheat sold on the world market the 
tariff was devised as a clumsy but effective weapon to secure 
returns to meet the interest on capital investment. The element 
of protection was developed in tariffs following the abrogation 
of the reciprocity treaty in 1866, and especially in the national 
policy of 1878.3 The railroads were assisted by the development 
of industry and traffic under protection, and interest was paid 
from revenues obtained from duties on goods imported in spite 
of protective measures. 

The problems involved in this method of receiving returns 
became evident in the sudden and unpredictable expansion of 
the West after 1900 which followed the completion of the Canadian 
Pacific Railway and the deepening of the St. Lawrence water- 
ways. The tariff became successful to the point of embarrass- 
ment. The marked increase in revenue, the complaints in the 
West against monopoly, the profits of the Canadian Pacific 
Railway and the incentive to other lines, the Grand Trunk in the 


1 These points have been developed elsewhere: see Fur Trade in Canada 
(New Haven, 1930), pp. 386-408; ‘‘ Industrialism and Settlement in Western 
Canada,”’ Report of the International Geographical Congress, Cambridge, July 1928, 
pp. 369-76; ‘‘ Transportation as a Factor in Canadian Economic History,” 
Papers and Proceedings of the Canadian Political Science Association, Vol. III. 
pp. 166-84; A History of the Canadian Pacific Railway (London, 1923). 

2 Sessional paper No. 23, Legislative Assembly of the Province of Canada, 
1862, 

* See S. J. McLean, Tariff History of Canada (Toronto, 1895). 

4 “The Jubilee of the C.P.R.,”" Dalhousie Review, January 1931, pp. 450-55. 
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East and the Canadian Northern, to build competing transcon- 
tinental lines, led to the construction of the National Trans- 
continental line from Quebec to Winnipeg and its extension in 
the Grand Trunk Pacific to Prince Rupert in the West and 
Moncton in the East, and of the Canadian Northern from Van- 
couver to Montreal. These costly and marginal lines became 
involved in difficulties with the opening of the war and were 
forced through bankruptcy into the hands of the Government.! 
Government assistance which through the disappearance of free 
land took the shape of direct contributions in the National Trans- 
continental and the guarantee of Government bonds in the case 
of the Canadian Northern led to Government ownership. 

The post-war period has been characterised by attempts 
under Government ownership to merge various railway systems 
into the Canadian National Railways. Heavy investments of 
capital have been made in rolling stock, betterments, branch 
lines, directly concerned with Western traffic, and in Hotels and 
steamships designed largely to round out the system and to 
reduce heavy overhead charges. The Government has been 
concerned with improvement of the St. Lawrence waterways, the 
enlargement of ports, the building of the Hudson Bay railway 
and in other developments requiring heavy capital outlays. 
The Canadian Pacific Railway has expanded the system to main- 
tain and improve its position in the face of Canadian National 
competition. Expenditures on transport and navigation are 
indicated in the following table : 


Total expenditure on canals, including pee and wane deduct- 
: - $ 273,257,959 


ing income. 
Total capital mye of steam railways 
Stocks . $1,426,680,988 
Funded debt : é ; : . 2,539,676,366 
———————-_ 3, 966,357,355 
Total rail and canal . : , ‘ ‘ . $4,239,615,314 


The importance of the two large systems is shown as follows : 
Capital Liability, 1929. 


Canadian National Railway, 21,563 miles : F . 2 $2,708,714,992 
Canadian Pacific Railway, 14, 812 miles . : ; " ; 882,890,417 
Total. : , , 2 - : - $3,591,605,409 





1 Government Ownership in Canada. Moderne organisations formen der 
6ffentlichen unternehmung, Part III, Schriften des bereins fiir Sozialpolitik, 1931, 
pp. 241-79. 

a Millions of dollars. 

Total long-term debt, 1930, to the Public - 1,169 (1931: 1,282) 
to the Government - 1,330 


”? ”? ” 2? 


Total . : ; : . : . 2,499 
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The effects of the decline in wheat production and exports on 
this huge capital outlay may be suggested. The more con- 
servatively capitalised, earlier built and more strategically 
located line maintained a dividend rate of 10 per cent. on common 
stock from 1912 to 1930 and was forced to lower the rate to 5 per 
cent. in 1931. 

The marginal, less elastic, Canadian National system warrants 
a more detailed analysis. Dependence of its finances on Govern- 
ment support renders its position crucial to an understanding 
ot the problems of the Government and of Canada. The results 
of its operation since 1925 were as follows: Canadian National 
Railways.” 

The sharp decline in wheat * production and export is suggested 
strikingly in the increased deficit. In some sense the deficit 
assumed by the Government might be regarded as a continuation 
of the principle by which the tariff was invoked to support trans- 
portation and navigation. 

The railroad rate structure, in spite of various attempts to 
ease its weight on Western Canada, tends to rest more heavily 
on that area‘ chiefly because of potential water competition in 
the East. The tariff had in part the effect of increasing west- 
bound traffic in manufactured goods and in that way reducing 


1 For example, in the position of labour the president stated in his 1929-30 
report, ‘‘ It was considered unwise and indeed opposed to national interests to 
embark upon a wholesale policy which would throw many hundreds of wage- 
earners out of employment, with attendant economic disadvantages.’’ See a 
comparison with the C.P.R. as to the inelasticity of maintenance. The Economist, 
November 28 and December 12, 1931. 








2 Canada Yearbook, 1931, p. 672. 
Gross Net Interest on 

operating operating Funded Deficit. 

Revenue. Revenue. Debt. 
1925 . . , 245 32 72 | 42 
1926 : : : 266 46 71 30 
1927 a ‘ ; 275 42 73 37 
1928 ‘ ‘ ; 305 55 74 30 
1929 A . : 291 42 qT7 46 
1930 4 - E 250 22 83 68 

















* The president stated in his 1929-30 report, “‘ There was a decrease in gross 
revenue of $16,752,948 (6 per cent.) almost entirely due to the reduced crop in 
the prairie provinces and to marketing conditions as a result of which a large 
proportion of the grain is still held in this country unsold. The decrease in 
revenue from grain shipments alone amounted to $15,509,311 and the non- 
operation of harvester excursions decreased passenger revenue by $1,250,000.” 

* See D. A. MacGibbon, Railway Rates and the Canadian Railway Commission 
(Boston, 1917). 
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the burden of the railways and in part the effect of providing 
the revenue by which the deficits on the railways could be met. 
In combination with Government ownership the tariff served as 
an effective weapon by which the returns accruing from the 
application of mature industrial technique to virgin natural 
resources were retained by Canada. 

The effectiveness of this principle begins to show signs of 
serious weakness. Wheat production in Canada if it has not 
already reached its limit has approached very close to it.1 The 
cream has been skimmed off. The marked increase in immigra- 
tion and in the importation of capital which characterised the 
period from 1900 to 1914 and to a less extent the period of the 
war has shown decided signs of falling off. The effects are 
cumulative. Falling off in the imports of capital leads directly 
to a decline in customs receipts and to a decline in railway revenue 
which benefited extensively from capital importations. Railway 
deficits increase along with the decline of important measures of 
paying for those deficits. The possibility of lessening the burden 
of the railway rates in the West disappears, and with it the 
difficulty of competing with the newly-opened wheat-producing 
areas of the world increases. The tariff, especially with the teeth 
inserted in the application of anti-dumping clauses and orders in 
council, becomes a means of protecting the Canadian manu- 
facturer without compensation in traffic or revenue, and 
assists in holding up prices as a further burden to Western 
agriculture.2 These long-run factors have been obscured by the 
more obvious character of short-run factors. 

A large portion of the Central wheat-producing area in the 
prairie regions, notably southern Saskatchewan, has been subject 
to severe drought, with the result that extensive relief measures 
have been necessary during this present winter. How far the 
soil drifting so conspicuous in 1931 may become a permanent 
feature of Western agriculture is as yet difficult to determine. 
The demands for relief have been extensive and urgent, and 
territory which formerly contributed largely to traffic and rail- 
way earnings and to revenue from the tariff, has become to some 
extent a negative area making drains on the federal and provincial 


1 On this whole point see W. W. Swanson and P. C. Armstrong, Wheat 
(Toronto, 1930), Chap. XVII, also W. A. Carrothers, Emigration from the British 
Isles (London, 1929), Chap. XVI. 

2 J. E. Lattimer, ‘“‘ Economic Aspects of the Agricultural Problem,’’ Pro- 
ceedings of the Canadian Political Science Association, Vol. III, pp. 134-44. On 
the problem of the relatively slow decline of retail prices see recent numbers of 
the Canadian Economic Service. 
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governments and on the railroads for relief. The wheat crop 
for 1931 has been estimated at 271 million bushels.} 

The effect of these long and short run factors on Eastern 
Canada have been direct but complicated with other develop- 
ments. The demand for Eastern manufactured products such as 
agricultural implements has been seriously affected, and the 
returns on Eastern investments in Western Canada, such as on 
mortgages, have fallen off materially. The post-war period was 
characterised, however, by rapid expansion of other important 
industries and by the importation of capital on a large scale in 
pulp and paper, mining, hydro-electric power and the tourist 
trade. The development of the automobile ? was followed by a 
marked increase in road construction and in fixed charges. The 
provinces have spent $326,658,798 on highways, or about one- 
third of the provincial debt. A total of $32,600,000 on main- 
tenance and $19,300,000 on interest and sinking fund was spent 
by the provinces on highways in 1929-30, this item quadrupling 
in a decade.* Interest on these heavy capital investments has 
been met in part by taxes on motor vehicles of about equal 
amounts from licences and gasolene (a total of $36,217,733 in 
1929). In addition, revenue from the liquor traffic totalled 
$27,599,687. The relationship of these taxes to the tourist trade 
is difficult to determine accurately, but the decline of the latter 
has been generally noted. The statistics of 1930 and 1931 are 


7 Total Yield of Wheat. 
Million bushels. 
1923 : _ ‘ : 5 474 
1924 ; ps 5 F ; ; 262 
1925 P ‘ - : : 395 
1926 ‘ . : ‘ . : 407 
1927 ‘ > ‘ . ; ‘ 480 
1928 ‘ . : ; Z ; 567 
1929 A , é ; ; 3 305 
1930 : ‘ : : : ‘ 398 
1931 271 


See T. W. Grindley, ‘‘ Canada’s Foreign Trade in Agricultural Products,” 
Proceedings of the Canadian Political Science Association, Vol. III. pp. 123-34. 


. Motor Vehicles. 
Total. Ontario. 
1920 . : ‘ ‘ 407,064 177,804 
1930 . . . . 1,239,889 564,669 
Trucks, 1930. 
Total ; . : ‘ 165,582 
Ontario . : ‘ ; ; . 67,084 


3 See F. W. Chalmers, Financial Post, January 9. Per capita expenditure 
on roads and bridges by the provinces increased from 58 cents in 1916 to $1 
17 cents in 1921 and to $2 in 1926. 
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Estimated Expenditure of Tourists in Canada. 
(Millions of dollars.) 


1925. - 187 
1926 . . ; ; ? . 196 
5927 ; : : ; . 230 
1928. : 2 : ‘ . 267 
1929 . 4 ; A : . 308 
1930. . ; . : : . 280 
1931 . : “S : - 260 


possibly over-estimates and the decline suggests, as in the case 
of wheat, a decrease of capital imports for the construction of 
roads and hotels, and consequently a cessation of traffic and 
industry concerned with these permanent developments, and an 
immediate decline in the tourist trade with a consequent increase 
in the burden of fixed charges. The problem is accentuated by 
the continual increase in capital outlays as part of relief pro- 
grammes—an increase in fixed charges with little immediate 
prospect of increase in traffic. The railroads have suffered directly 
in the returns on heavy hotel investments and indirectly in the 
serious competition from trucks for the remunerative traffic of 
more densely populated areas. Municipalities have, along with 
the provinces, become involved in heavy outlays for highways 
and with similar results. 

Like the tourist trade, the pulp and paper industry is closely 
linked to the swings of business conditions in the United States. 
But whereas the tourist trade has been greatly influenced by the 
rise of the automobile, the pulp and paper industry has been 
influenced by the marked increase in advertising and the general 
rise of the marketing problem. The exhaustion of raw materials 
in the United States, the application of mature technique to 
virgin natural resources in terms of spruce and water power, and 
the adoption of measures prohibiting the export of pulpwood on 
Crown lands, were factors contributing to a marked expansion 
of the industry in the war and the post-war period. Production 
of newsprint increased as follows : 


000 tons. 
192) . ‘ ; , , ‘2 805 
1922 .. ; : : : . 41,081 
1923. ‘ ; F : - 4,262 
1924 . . ; : : . 1,388 
1925. F . ‘ : . 1,637 
1926. : ‘ . : - 1,889 
1927. : ‘ ‘ ‘ . 2,083 
1928 . : P : , . 2,414 
1929 . : ; ; : . 2,726 
1930... : : 4 . 2,450 
1931 . ; ‘ ; ‘ . 2,250 (est.) 


Reduction in output has been accompanied by a reduction in 
prices from 55 to 50 on May 1, 1931, and to 46 in January 1932. 
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In 1929 it was estimated that the capital invested totalled 645 
millions (353 millions Quebec, 297 millions Ontario). Thereduction 
in output and price has accentuated the problems of over-expansion 
and led to increasing concentration in the more efficient lower cost 
mills. The financial difficulties of organisations controlling 
marginal mills—for example, the reorganisation of Canada Power 
and Paper, and the reduction of capitalisation from nearly 104 
millions to 51 millions—will tend to restrict further expansion. 
Moreover, the exhaustion of the more accessible resources 1 
supports the conclusion that marked expansion and importation 
of capital which characterised the last decade will decline to a 
marked extent. As in the case of wheat, revenue from customs 
will accordingly decline as well as the traffic and industry which 
accompany the installation of new mills. 

The expansion of hydro-electric power has accompanied the 
growth of the pulp and paper industry and has stimulated 
industry generally.? 








Total Turbine Horse- Million Kilowatt Hours 

power Installed Generated by Central 
(thousand h.p.). Electric Stations.* 

1921 . ‘ ‘ 2,754 5,614 

1922 . . , 3,008 6,741 

1923. ‘ ; 3,192 8,099 

1924 . ‘ : 3,591 9,315 

1925. 2 a 4,338 10,110 

1926. ; ‘ 4,549 12,093 

1927 . : ; 4,799 14,549 

1928 . ‘ : 5,349 16,337 

1929 . . 7 5,727 17,962 (4,993 Ontario Hydro- 

1930 . ‘ ‘ 6,125 (Ontario 2,088, 17,560 Electric Commission) 

19312. ; : — Quebec 2,718) 14,642 











1 Including fuel stations, which produced in 1929 1-5 per cent. of total output. 
2 Eleven months. 


The capital invested in central electric stations increased 
from 485 millions in 1921 to 1,056 in 1929 (314 millions Ontario 
Hydro-Electric). The rapid expansion in the production of hydro- 
electric power involved heavy imports of capital and intense 
activity on the part of the construction industries engaged in 
installation of plants. Demands for labour, materials and 
services decline precipitately with the completion of construction 
operations. In turn the heavy fixed charges involved in enormous 


1 See Report of the Royal Commission on Pulpwood (Ottawa, 1924). 

2 Of total installation in 1930, 579,826 h.p. installation was supplied directly 
by pulp and paper mills, 330,850 h.p. by other industries and 6,214,336 by 
central electric stations. In 1928 pulp and paper mill motors had a rated capacity 
of 859,017 h.p. 
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initial capital investments, especially with large proportions 
under Government control, and which are generally carried by 
long-term contracts, prevent substantial reductions to industry. 
The mineral] industries were closely related to the develop- 
ment of hydro-electric power and expanded rapidly. Production 
increased as follows : 
(Millions of dollars.) 

















Mel |  pgtallic | Copper. | Nickel. | Gold. | Coal. 
1922. | 184 | 60 6 6 26 66 
1923 | 214 | 69 13 18 25 72 
1924. | 210 | 87 14 12 32 54 
1925 || 227 | 106 16 16 36 49 
1926. | 240 | 116 17 14 36 60 
1927. | 247 | 121 17 15 38 62 
1928: | 280 | 141 29 22 39 64 
1929 | | 311 | 163 (Ont. 84,| 43 27 40 63 
B.C. 53) 
1930. | 279 38 (Ont. 15,| 24(Ont.)| 44 (Ont. 35)| 53 
Que. 10, ; Q 
B.C. 22) 














The industrial metals declined in value partly as a result of a 
fall in price and an increase in production, and partly as a result 
of a decline in production. These metals were affected primarily 
by the demands of the United States. Gold profited materially 
by the decline of wholesale prices and the weakening of exchange. 
The total capital employed in the mining industry increased from 
632 millions in 1924 to 867 millions in 1929 (427 millions in the 
metallic industries). The continued expansion of mining with 
the marked improvement of prospecting methods may be expected, 
but with such uncertain regularity as to make prediction 
impossible. Mining development and production involved the 
import of capital and the growth of industry and traffic. More- 
over, it has been important in reducing the overhead costs of the 
railways on long stretches of line designed for the handling of 
wheat but running through otherwise unremunerative territory. 
In-bound traffic for the mining industry offset to a certain extent 
the heavy overhead costs involved in handling out-bound traffic 
from Western agriculture. 

The fishing industry in the Maritimes and in British Columbia 
has felt the effects of the depression from the standpoint of both 
the domestic and the world markets. The lumber industry of 
British Columbia and of the other provinces, as in the case of all 
industries producing construction material, has been particularly 
subject to depression. 
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In conclusion, it would appear that the long-run expansion 
of agriculture has tended to diminish materially and that this 
tendency has been accentuated by the short-run factors of small 
crops and low prices. The tourist trade has been subject to 
marked expansion in the post-war decade, but further expansion 
in permanent equipment, such as roads and hotels, will be 
much less in evidence, and during the depression the trade has 
suffered a decline. The pulp and paper industry similarly was 
subject to rapid expansion and its rate of expansion may be 
expected to take a decided drop. Hydro-electric power has had 
a rapid growth and has received a temporary check, but along 
with mining will probably expand, though much less rapidly. 
Mining and hydro-electric power, as is suggested by Beauharnois, 
still continue to offer free gifts, though probably of a much smaller 
value. Heavy capital investments involved in the initiation of 
new developments cannot be expected to continue. 

The short-run effects ot the depression have been obvious. 
Unemployment ! in Canada has increased from about 300,000 in 
1930 to about 500,000 in 1931, or over 20 per cent. of the workers 
(August registration 1931, 397,000 + 130,000 farmers). As 
relief measures the Dominion Government spent from October 
1930 to August 1931 over $2,000,000 direct relief, and under the 
Unemployment Relief Act of 1930, along with the provinces, muni- 
cipalities and railroads, about $70,000,000 on relief works, of which 
perhaps half was distributed as wages. The problem of relief 
becomes serious in view of the difficult financial position of the 
provinces and municipalities. The bonded indebtedness of the 
provinces increased from 644 millions in 1923 to 820 millions in 
1929 and was divided in the latter year as follows : 


Millions. 

PES. . : : « 2 

Wes. s : : « 350 

eo : : . @ 

Que... : ~ 380 

Ont. . : : . 351 (Ontario Hydro-electric and Temiskaming and 
Man. . : : < ae Northern Ontario Railway) 

Sask, . ; : . 58 

Alberta ; ; . 92 

BS. . ; : - aT 





1 The number of families on direct relief in Toronto increased from 3,470 in 
1928-29 to 4,622 in 1929-30 and 11,040 in 1930-31, the latter year involving 
an expenditure of $719,000. In 1930-31 it was estimated that 40,000 people 
(20,000 adults and 20,000 children) were on relief at some one time. Other 
centres such as Winnipeg were much less favourably situated. East Windsor, 
an automobile town and an extreme case, had over 1,100 families on relief in 
November 1931 in a population of 14,241. For these details I have had the 
advantage of seeing a manuscript: H. M. Cassidy, Unemployment and Unemploy- 
ment Relief in Ontario, 1929-31. 
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All of the provinces with the exception of Quebec have been 
unable to balance their budgets or have balanced them by draw- 
ing on reserves. In Saskatchewan the Dominion has assumed 
responsibility for outlays for relief. 

The bonded indebtedness of municipalities increased from 
917 millions in 1923 to 1,135 millions in 1929, and was divided as 
follows : 

Millions of dollars. 


BEE. .. ‘ ; : ‘ . 2 
NS. ; ; ‘ : ; « =e 
1. 0: ‘ ) : ; sin al 
Que. . : ; : p . 293 
Ont. 451 
Man. 86 
Sask. 55 
Alberta 78 
B.C. 118 


The provinces were indebted to the banks to the extent of 
$38,343,852 and the municipalities to the extent of $113,836,283 
on October 31, 1931. The provinces are in some cases planning 
domestic loans, but with the difficulty of securing capital, the 
completion of relief works of a useful character, and the attempts 
of the banks to prevent further borrowing, increased unemploy- 
ment appears inevitable, and in turn increased direct relief. 

The position of the Dominion Government is suggested in the 
following table : 


Receipts from Taxation. 
Fiscal year March 31. 








(Millions of dollars.) 
War Tax Revenues Total 
Customs. Excise. (including Sales (including 
and Income Tax). Post Office). 
1928. 157 57 150 430 
1929. 187 64 145 460 
1930 . 179 65 134 ities 446 
sales tax 
1931. 131 87 wee 356 
36 sales tax 
19321 . 74 35 as{ on 228 

















1 On the problem of provincial revenues and debts seo H. R. Kemp, “Is a 
Revision of Taxation Forms necessary?” Proceedings of the Canadian Political 
Science Association, 1931, pp. 185-201; also J. E. Robbins and Neil Jacoby, 
The Problem of securing Additional Sources of Revenue for Provincial Purposes : 
Essays on Canadian Economic Problems, Vol. III (Montreal, 1930), pp. 16-39. 
Federal per capita expenditures increased from 16-22 in 1916 to $34.15 in 1926, 
and provincial from $6.71 to $15.38; see J. A, Maxwell, ‘“‘ Expenditures of 
Canadian Provincial Governments, 1916-1926,’ Contributions to Canadian 


Economics, Vol. III, pp. 41-52. 











14 THE ECONOMIC JOURNAL [MAROH 








Expenditures. 

Subsidi Total 
Interest | . 5: Public UDSICLIES | (including Net 
on Debt. | *°28!008- | Works. to Pro- Post Debt. 

vinces. Office). 
1928 . 129 40 14 13 336 2,297 
1929. 125 41 17 13 351 2,226 
1930 . 122 40 18 12 358 2,178 
1931 . 121 45 24 a7 394 2,262 
19321. 96 28 10 6 431 2,309 























1 Hight months ending November 30, 1931. 


With revenues probably totalling about 310 millions in 
1931-2 and with estimated expenditures of $430,000,000, and in 
addition $75,000,000 for relief and $50,000,000 for the Canadian 
National, the deficit will be approximately $250,000,000.1 

The uncertainty of the situation has been followed by the 
closing of the New York market, and loans to meet deficits and 
further expenditures of provinces and Dominion will necessarily 
be floated on the domestic market. The National Service loan 
for 150 millions, closed on December 12th, was over-subscribed 
to about 215 millions. With the operation of the Finance Act 
it will be difficult for the banks not to avoid depositing Govern- 
ment bonds with the Dominion Government, to receive in return 
Dominion notes to finance the purchase of more Government 
bonds.? 


1 The deficit on current expenditure will undoubtedly be much smaller, as 
large proportions of the year’s expenditure will be posted to capital account. 
I have had the advantage of reading a manuscript : D. C. MacGregor, Is Canada’s 
Credit Position Sound ? in which the difficulty of analysing amounts from the 
standpoint of capital and ordinary expenditure is stressed. 

2 On the operation of the Finance Act during the war and the post-war 
period and its relation to the abandonment of the gold standard in 1929 see the 
following articles by C. A. Curtis, “‘ The Canadian Banks and War Finance,” 
Contributions to Canadian Economics, Vol. III. pp. 7-41; “* Credit Control in 
Canada,” Proceedings of the Canadian Political Science Association, Vol. II. 
pp. 101-22; ‘‘ Canada and the Gold Standard,” Queen’s Quarterly, Winter, 1931; 
‘* Amendment of Canada’s Finance Act Necessary,” Monetary Times, January 
24, 1930; ‘‘ Present Position of Canadian Dollar largely due to Weakness in 
Finance Act,’’ Monetary Times, October 16, 1931; also E. L. Stewart Patterson, 
Financial Post, March 26, 1931, and A. F. W. Plumpire, “ Our Glittering Gold 
Standard,” Dalhousie Review, September 1931. The extent of domestic capital 
available is difficult to appraise. An estimate of January 1, 1931, gives a total 
capital investment of $17,430,000,000, of which foreign investment constituted 
about 34 per cent., or $6,375,533,000 (61 per cent. U.S., 35 per cent. U.K.). 
In 1932 Canada will pay $285,000,000 ($160,000,000 interest plus $125,000,000 
repayment) in American funds, or at current rates of exchange $335,000,000. 
On the other hand, Canadian investments abroad were estimated at $1,904,500,000 
(possibly $300,000,000 in foreign bonds), but it is difficult to state how wisely 
securities were purchased by the investment trusts which developed during the 
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In some sense this is Canada’s first serious depression. The 
long-run secular trend has coincided more definitely with the 
short-run trend. The cushion provided by virgin natural re- 
sources has for the first time shown signs of serious deflation. 
Its seriousness has been enhanced by the inelastic character of 
the financial structure. Government ownership has contributed 
to this inelasticity through such factors as heavy initial 
cost of constructing railways, through political influence, through 
construction during periods of high prices, and through the 
enormous outlays of capital, especially in transportation, which 
were only made possible through Government ownership. Con- 
servative banking policy and heavy continual outlays of divi- 
dends on the part of large corporations have made for further 
inelasticity. The substantial profits of private enterprise have 
paralleled the heavy fixed charges of Government ownership. 
(The heavy inflexible load contrasts sharply with the violent 
fluctuations of the supporting economic structure. Hitherto the 
application of mature technique to virgin natural resources has 





boom period. The continued depression of the stock market has, of course, 
been of first importance. On the other hand, the development of the bond 
business and the rapid growth of insurance companies since the war are factors 
which have facilitated the mobilisation of capital. Beyond question there has 
been a marked and sustained shrinkage in the amount of capital available. Bank 
balances abroad declined from 200 millions to 75 millions in 1931 partly as a 
result of the floating of domestic loans and the necessity of using domestic funds 
for seasonal autumn demands. Canadian securities to the extent of about 50 
millions have been dumped back on the Canadian market. The extent to which 
there has been a flight from the dollar is a debated point, but it has probably 
been appreciable. The following table has been compiled by Prof. K. W. Taylor 
for the Financial Post Business Yearbook, 1932, and is suggestive in spite of its 
admitted defects, particularly as to movements of capital. 


Millions of dollars. 

















1930. 1931. 

Cr Dr. Cr Dr 
Merchandise . . : ‘ 894 992 600 605 
Specie . P ; ; ; 25 39 56 2 
Freight . , , : ; 69 101 51 66 
Tourist . : F : ; 279 113 260 100 
Interest P ; 88 273 70 240 
Insurance Advertisement F 33 32 29 28 

Canadians employed in U.S. . 4 — 3 pe 
Non-commercial . ‘ 42 44 24 28 
Total. : ‘ 1,434 1,594 1,093 1,069 
Net flow of Capital . 2 ‘ 238 26 26 24 

Balance ; : —_ 52 26 — 
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served to support a balanced economy.! In the last decade, in 
spite of the heavy debt assumed on account of the war, Canada 
was able by virtue of enormous expansion and the improvement 
of tax machinery to carry and reduce the load. Rising prices in 
the boom period in the United States stimulated expansion in 
Canada in new basic industries, and the period of depression and 
its serious effects on the prices of raw materials has enormously 
increased the burden of the debt.2, A balancing of the budget 
assumes a marked encroachment by virtue of fixed charges on 
the position of private enterprise, which has already been in 
evidence. In the interests of a continued balanced economy it is 
imperative that the revenue system should be drastically over- 
hauled from a short-run as well as from a long-run point of view, 
and that the tariff should occupy a less important position. 
Haroip A. INNIs 
University of Toronto. 


1 See C. R. Fay, Youth and Power (London, 1931), Ch. V. 

2 The decline in prices has been estimated to have increased the burden of 
the federal debt to the extent of $800,000,000 and all public debts $1,350,000,000. 
Estimating present prices as 30 per cent. below 1923-27 the weight has increased 
about $1,000,000,000. These estimates are obviously only stated to emphasise 
the character of the problom. 
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NOTES ON PIGOU’S METHOD OF DERIVING DEMAND 
CURVES 


In the Economic Journal for September 1930, Professor 
Pigou presented a new and extremely ingenious technique for the 
statistical determination of economic demand curves. It is our 
purpose to offer certain criticisms of this method, noting certain 
inherent weaknesses, and pointing out three important contri- 
butions of the method which were overlooked by its author. 

The essentials of the Pigou method will be reviewed here, not 
only to refresh the memory of the reader, but also to present a 
graphical interpretation of the method which = facilitate the 
presentation of our criticisms. . 

The orthodox method of obtaining demand curves consists of 
fitting a mathematical curve to the scatter-diagram of points 
representing price-quantity relations of a commodity in a large 
number of successive periods. The price and quantity data 
plotted are usually either trend-ratios or link-relatives, thus taken 
to allow or correct for changes in the position of the demand curve 
over time. The latter technique assumes that the trend move- 
ment between two successive periods is inconsequential, while the 
former is based on the proposition that the trends of price and 
quantity can be satisfactorily measured. It must often happen 
that there will be doubt concerning the true trend of series being 
considered: the secular movement may change abruptly at 
certain times and the trend be a succession of short lines impossible 
of satisfactory identification. For example, the consumption of a 
commodity such as coffee might conceivably fluctuate with the 
whims of public fancy, now stimulated by advertising campaigns 
of the trade, only to have the tendency reversed by the pro- 
nouncement (given publicity by the makers of a coffee-substitute) 
of some famous medical authority concerning the dangers of 
coffee-drinking. The growth might again be regained by publicity 
for the alleged discovery that fresh coffee is beneficial. In such a 
case, to repeat, the trend-ratio method might fail because of the 
impossibility of fitting a satisfactory trend. 

In this case recourse is usually had to the link-relative method. 
But we believe that two fundamentally different phenomena are 
measured by the two methods. Irving Fisher has pointed out 

No. 165.—vo.L. XL. c 
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the difference in the field of price movements and the business 
cycle—specifically, the volume of trade.1 The correlation of 
ratios-to-trends of prices and trade attempts to answer the 
question, Do high prices stimulate trade and low prices depress it ? 
On the other hand, if link-relatives of prices are correlated with 
similar changes in trade, the inquiry is, Do rising prices stimulate, 
and falling prices depress trade? Similarly with prices and 
quantities of a commodity. It is possible that rising prices, even 
though they are low (below trend), are the significant phenomena 
to study, along with changes in consumption, rather than its 
position relative to its trend. It seems probable that these two 
techniques match the important distinction between the nature 
of the demands for different articles brought out by E. J. Work- 
ing. Working distinguishes between studies ‘in which the 
dependence is placed . . . upon the relationship between pro- 
duction and final consumption ”’ and those where dependence is 
placed “ upon the relationship between price, and, chiefly, the 
amount of the product which will be taken by dealers and others 
for future sale or consumption.”’ He refers to the latter as “‘ dealers’ 
demand ”’ or “ speculators’ demand,” as contrasted with con- 
sumers’ demand. It appears to us that it may well be that 
consumers’ demand curves are best measured by considering 
trend-ratios, while “‘ speculators’ demand ”’ is best shown by a 
study of link-relatives. Consumers’ demand is supposedly a 
function of the level of prices rather than their rate of change, 
although the latter may be of importance under some circum- 
stances—consumption may be different at a given price according 
as that price is reached from a previous higher or lower price. 
Dealers’ demand, however, would seem to be predominantly a 
function of the direction of the price movement, and thus might 
best be measured by link-relatives. 

But what is the solution for the difficulty when we want to 
measure the relation between price and quantity levels, but we are 
unable to fit satisfactory trends? It is in this case that Professor 
Pigou’s method is unique. It is unnecessary to fit any trend: as 
explained by its author, the method supposes that the demand 
curve shifts steadily only over short periods of time, allowing the 
nature of the variation to be different in successive short periods. 
To be specific, the method takes two successive time intervals 


1 « Qur Unstable Dollar and the So-called Business Cycle,’? Journal of the 
American Statistical Association, Vol. 20 (1925), pp. 179-202. 

2 « The Statistical Determination of Demand Curves,” Quarterly Journal of 
Economics, Vol. 39 (1924-25), pp. 517 ff. 
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(involving three pairs of price and quantity data) as the period 
during which the change is assumed to be regular. In each such 
“ triad ”’ of points, the second is assumed to lie on a demand curve 
whose position is midway between the curves on which the first 
and third lie. The demand curve is supposed to be of the con- 
stant-elasticity type—a straight line fitted to the logarithms of 
price and quantity. 

As explained by its author, the method is based on the simple 
geometrical proposition that through three points in a plane not 
in a straight line only one set of three equidistant parallel lines can 
be drawn, if it be agreed which point shall lie on the middle line. 
This last provision is easily met in the present application, since 
the points represent data ordered in time. The set-up, using 
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Pigou’s nomenclature, is shown in Fig. 1, where P, Q and R 
represent the logarithms of quantity and price in a “ triad ”’ of 
observations. Fig. 2 shows the simple geometry of the construc- 
tion of the lines. A line P W is constructed, of which Q, the point 
representing the middle period, is the bisector. The line R W is 


one of the three parallel lines sought, and its slope, a is the 
1— C2 


quantity whose reciprocal gives the elasticity of demand for this 


1 Professor Pigou errs (loc. cit., pp. 391, 392) in attaching to this fraction 
either a + sign or a minus sign, and in stating, ‘‘ Thus two triads of lines can be 
drawn through our three points, the slopes of the lines in each triad being equa 
numerically but of opposite sign.” It is well for his method that the solution is 
not thus ambiguous. The slope may turn out to be either positive or negative, 
but the same formula is used in both cases, and the correct sign will appear after 
substituting the values for d,, d,,c,, and c,. The + sign implies that either sign 
may be used, and this is untrue: in a given case the sign will be determined by 
the above fraction as it stands. Pigou does not carry over this error to his 
numerical examples. 
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triad of observations.1 Little faith is to be placed in this co- 
efficient for a single triad. It is only on a careful study of the 
whole distribution that Pigou bases his very modest claims for 
the method. 

Professor Pigou logically suggests the use of the median of the 
elasticities, after first discarding all positive figures as @ priori 
not demand elasticities. He also suggests quite rightly that the 
results of any triad be discarded ‘“‘ when the differences among 
either the observed prices or the observed quantities in a triad 
are very small,’ because, when the shifts in the demand curve are 
small, ‘‘ the resulting proportionate error is likely to be very large.”’ 
The reference seems to be, as later indicated, to the ‘‘ deviation 
from equality between the distance of the second line in the triad 
from the first and the distance of the third line from the second.” 

There is another type of error, however, to which all individual 
items of price and quantity are subject, whose effect on the 
accuracy of the method should be considered—the ordinary 
errors of observation and of sampling. Each price observation 
is derived through both sampling and averaging, and each quantity 
figure is usually partially an estimate, or at least based on data of 
unknown reliability. Each point representing a price-quantity 
observation, then, must be regarded as one point selected from a 
small cluster of points. Is the tendency of the method to minimise 
or to exaggerate the effect of these errors? Fig. 3 gives an idea 
of the influence of chance errors on the determination of the slope 
of the three parallel lines, and thus on the elasticity coefficient. 
For simplicity it is assumed that observational errors occur only 
in the one point Q, the points P and R being strictly accurate. 
Let the five points at Q represent the range of values this point 
might take by chance. Remembering the method of construction, 
the points Q bisecting the construction line or lines P W, it is 
evident that the errors in the point Q are doubled at W. The 
strong effect on the slope of the line R W which is sought is 
evident. Errors in the other two points P and R might com- 
pensate for those in Q, but the likehood is as great that the errors 
would be cumulative rather than compensating. Pigou noted the 


1 Pigou fails to note that the coefficient of elasticity is the reciprocal of the 
slope. In his numerical examples he reaches the correct result by chance, since 
(loc. cit., pp. 396-99) in the calculation tables he switches the nomenclature of his 
variables, using d (equals p, — p,) to denote consumption logarithm differences, 
and c (equals x, — x.) to denote price logarithm differences, contrary to his 
previously expressed terminology (on p. 391). The formulas on p. 393 are correct 
for the coefficient of elasticity of demand (not the slope). A double shift is made 
when applying these formulas (e.g. p. 396), both inverting and changing variables, 
so & correct result is obtained by chance. 
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necessity of discarding triads of points which are too closely 
grouped; but how accurate are the results even when the three 
points are widely separated? It is impossible tosay.1_ And how 
close may the points cluster before they must be discarded ? 
An objective answer seems impossible. 

Now, similar errors of observation occur, of course, when the 
trend-ratio scatter-diagram method is employed: each dot must 
be looked upon as an indistinct blur. But it is important to note 
that in the scatter-diagram method, no single point is given much 
weight in fitting the demand curve: there is safety in numbers, 
while in the Pigou method each triad of points must stand alone. 











Fic. 3.—Influence of observational errors on slope determination 
of the Pigou parallel lines. 


The result is a tremendous dispersion introduced into the array of 
the individual “‘ triad elasticities ’’ which must be ‘‘ averaged out ”’ 
in the treatment accorded the array to find the typical or repre- 
sentative elasticity coefficient. This extreme dispersion among 
the items in the arrays would seem to be inevitable, and to detract 
from the reliability of the results secured by the method. 

One of Pigou’s aims, to obtain a measure of the reliability of 
the resulting coefficient of elasticity, seems to have been attained 
only in small part, in simply considering especially ‘ the limits 
within which half of the unrejected observations lie.” The 
coefficient of correlation and the standard error of the regression 

1 It is evident that the distorting influence of observational errors increases 
as the distance of the point R from the point W decreases—the nearer the three 


points P Q R tend to lie in a straight line. We shall later note the significance 
of this condition. 
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coefficient (the coefficient of elasticity of demand) offer objective 
measures of the reliability of the results of the scatter-diagram 
method. Again, the present method is limited from examining 
for the existence of a curvilinear demand curve (on double 
logarithmic scale), or an elasticity of demand which differs at 
different levels of price and quantity. The assumption of constant 
elasticity is essential to the method. 

On the other hand, it appears to us that there are theoretical 
possibilities of extreme importance in the Pigou method which 
have been overlooked by its author. To show these we must first 
turn to a phase of the statistical determination of ‘‘ demand ”’ 
curves by all other methods. Several writers 1 have pointed out 
that the correlation or scatter-diagram method generally used is 
based on the assumption that the data, representing instantaneous 
equilibrium points of demand and supply, actually trace out over 
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Fic. 4.—Possible groupings of Equilibrium Points. 


time substantially the demand curve. In other words, the supply 
curve is conceived as moving back and forth across a stationary 
demand curve or a demand curve made constant by the statistical 
device of trend-ratios or link-relatives. The method fails if the 
changes in supply are correlated with the changes in demand: the 
same is true of two newer methods, those of Wassily Leontief ? 
and Paul Douglas.* The situation may be represented by Fig. 4. 
The conditions assumed are shown in A, where demand has 
remained substantially fixed while the supply curve has fluctuated 


1 P. G. Wright, Review of Schultz’s “Statistical Laws of Demand and 
Supply,” Journal of the American Statistical Association, Vol. 24 (1929), p. 213. 
E. J. Working, ‘‘ What do Statistical ‘Demand Curves’ Show?” Quarterly 
Journal of Economics, Vol. 41 (1926-27), pp. 225-27. Elizabeth W. Gilboy, 
«¢ Demand Curves in Theory and Practice,” Quarterly Journal of Economics, Vol. 44 
(1929-30), pp. 608-14. 

2 «Ein Versuch zur Statistischen Analyse von Angebot und Nachfrage,”’ 
Weltwirtschaftliches Archiv, Band 30 (II), 1929, pp. 1-48. 

3 « Technological Unemployment. Measurement of Elasticity of Demand as 
a Basis for Prediction of Labor Displacement,” Bulletin of the Taylor Society, 
Vol. XV, No. 6 (December 1930), pp. 254-613 
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in a manner not correlated with the small demand variations. 
The resulting scatter yields an accurate demand curve. Fig. 4 B 
shows the corresponding situation which yields a supply curve. 
If, however, the shifts in demand and supply are correlated either 
directly or inversely, as in Fig. 4 C, it is obvious that the equili- 
brium points trace out neither a demand curve nor a supply curve, 
but one bearing no relation to either. As remarked by Working, 
the curve thus obtained has a definite meaning, and may be more 
valuable than either the true demand or supply curve for certain 
purposes, such as price forecasting, but this does not bear on our 
present problem of finding the true demand curve. And we might 
expect to find this relationship of correlated shifts in the case of 
many commodities for which both the demand and supply 
fluctuate with the phases of the business cycle, e.g. producers’ 
goods. 

In cases where demand and supply changes are at all correlated, 
then, all other methods fall down in obtaining the demand curve. 
It is evident, from the nature of the solution, that the Pigou 
method also falls down when there is perfect correlation in a given 
set of three years, for this results in the three points of a triad 
lying equidistant on a straight line. Through three such points 
an infinite number of sets of three equidistant parallel lines may 
be drawn, so the slope and elasticity of demand are indeterminate. 





This is also evident from the formula for the slope, = wd a for 
1— Cg 


the condition of perfect correlation (coupled with the assumptions 
of the Pigou method) mean that d, = d, andc,=c,. The slope 
then reduces to oo which is indeterminate. 

But if the movements in the supply curve are only imperfectly 
correlated with those of the demand curve (as is actually true in 
Fig. 2), the solution of the problem is given by the Pigou method 
(aside from the difficulties of errors of observation previously 
noted). The Pigou method, then, is unique in that, given accurate 
data meeting the conditions laid down, it will yield the true demand 
curve even though changes in supply are (imperfectly) correlated 
with changes in demand. 

An even more astounding potentiality of this technique was 
overlooked by its author. The method may, in the case of such 
imperfectly correlated demand and supply changes, yield both the 
demand and the supply curves. Consider, for instance, a triad of 
periods where the supply curve has shifted by two equal distances, 
but where the demand changes have not obeyed this fundamental 
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condition. The situation is shown in Fig. 5. The three points 
P, Q, and R in this case uniquely determine the slope of the 


supply curve: the formula 1 will yield a positive value for 
P 


the slope. 

In other words, the analysis carried out by Pigou, assuming 
the demand curve to shift by equal intervals in each triad of 
periods, could equally well be followed through assuming the 
supply curve to shift thus. Or, as the matter works out, when the 
different triads are ‘“‘ solved ” for the slope (or its reciprocal, the 
coefficient of elasticity) of the lines, the sign of the resulting figure 
will tell whether the curve obtained is the demand curve or the 
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Fic. 5.—Showing where the Pigou method yields the supply curve. 


supply curve—whether the condition of a regular shift of the 
demand curve or a uniform shift of the supply curve has the more 
nearly been met. It may well be that in the data for a given 
commodity some triads will meet the first condition and others 
the second. In this case both demand and supply elasticities will 
result—with what degree of accuracy is another matter. 

The case can be illustrated from the work of Pigou himself : 
for the second illustration of his method he worked over the 
monthly data on copper sold and copper prices in the United States 
which had been used by Leontief. In this example, out of 58 
individual elasticities (each from one ‘‘ triad”’ of months), 38 
were positive and only 20 negative (including those infinite). 
So in finding the typical demand elasticity (negative), Pigou was 
forced to discard on a@ priori grounds 65 per cent. of the cases. 
If these positive items had been subjected to the same analysis 
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as the negative items (separately, of course) they would have 
yielded the coefficient of elasticity of the supply of copper for the 
period covered. This coefficient would have the same degree of 
accuracy and trustworthiness possessed by that for demand: in 
this particular instance we agree with Pigou that the nature of the 
data prevent the yielding of results of much significance. 

A further consideration must be noted in connection with this 
property of the method. When correlation exists between the 
shifts of the demand and supply curves in a given triad, the higher 
the correlation, the closer will the three points lie to a straight line, 
and thus, as previously shown, the less reliable will be the resulting 
elasticity. Now it is evident that only in the case of perfect 
correlation could both conditions be met—some of the triads 
yielding positive and some negative elasticities, while still answer- 
ing the requirement that one of the curves shift by equal amounts 
in each triad. The result is that the obtaining of both elasticities 
from one set of data is at the expense of the accuracy or depend- 
ability of both of the measures. Or, expressed otherwise, the 
existence of a number of positive measures in a group pre- 
dominantly negative (or vice versa) is an evidence that the 
fundamental condition of uniform shifts within each triad has not 
been fulfilled. 

In connection with the determination of the supply curve, one 
consideration should be noted. Many economists question 
whether the concept of a supply curve is correlative with that of 
a demand curve—whether quantities supplied by sellers are a 
function of the price, or if they are not rather related to the 
expected price changes. This observation is accurate and sug- 
gestive, but it should be noted that this is a criticism of the ortho- 
dox concept of the supply curve, and not a criticism of the statis- 
tical technique of determining this supply curve if it exists. This 
distinction is analogous to that made above between the nature 
of consumers’ and dealers’ demand curves—demand as a function 
of the level or of the change of price. 

The drawbacks of the Pigou method previously mentioned 
must not be overlooked: the fundamental weakness of large 
dispersion caused by unknown errors in the data, and the fact that 
the condition of absolutely uniform shifts of one or the other curve 
between the three points of a given triad, is not met. But the 
method is unique in the important characteristic that correlation 
between shifts in the positions of the demand and supply curves 
does not invalidate the technique. Again, as with the Leontief 
method, the necessity of fitting trends to the price and quantity 
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data is obviated: likewise supply elasticity may be yielded. 
Perhaps further refinements may be made in the method so as to 


render its results more trustworthy. 
Wirth F. Fercer 


University of North Carolina. 


The Editor has invited me to comment on the above. In the 
first footnote of his interesting article Professor Ferger convicts me 
of an inexcusable blunder, which fortunately, as he says, is not 
carried through into the body of my article. In his second note he 
has detected a stupid slip: I have turned a fraction upside down. 
It was not, I hope, merely “chance ” that caused me to turn it the 
right way up again in working my examples. Perhaps I should add 
that errors have been found in some of these numerical workings. 
They have been corrected in the version of the article printed in 
Mr. Robertson’s and my Economic Essays and Addresses. On 
the general question whether my method or kindred methods can 
usefully be used to evaluate elasticity of supply I am less opti- 
mistic than Professor Ferger. Though, of course, as a pure mat- 
ter of statistical technique, the demand and supply problems are 
on all fours, difficulties connected with the time element are 
much more serious on the supply side, and the real significance of 


the statistical result is consequently much more dubious. 
A. C. Picou 











MEMBER BANK RESERVES IN THE UNITED STATES 


A Report! recommending far-reaching changes in the bank- 
reserve system of the United States has recently appeared, 
which marks a great advance on any previous official document 
dealing with this matter. According tc newspaper reports, its 
recommendations are meeting with some opposition. But the 
authoritative membership of the Committee (Mr. Smead, a leading 
officer of the Federal Reserve Board, as Chairman; the Deputy 
Governors of the Reserve Banks of New York, Cleveland and 
San Francisco; and Mr. Goldenweiser, the Director of the Division 
of Research and Statistics of the Federal Reserve Board; with 
Mr. Riefler as Secretary) leads one to hope that the document may 
not suffer the common fate. . : 

The Committee begin by analysing the purpose of legal 
requirements for Member Bank reserves, and lay down four 
general principles : 

(i) It is no longer the primary function of these require- 
ments to ensure the liquidity of the individual Member Banks, 
which depends much more on their possessing eligible paper than 
on their legal reserves, since the latter cannot, of course, be drawn 
upon to any important extent in an emergency. 

(ii) The absolute amount of the required reserves should be 
determined, rather, by the amount of resources of which the 
Reserve Banks have need for purposes of efficient control. 
This is the same conclusion as that reached by the Macmillan 
Committee. 

(iii) The effect of the legal requirements on the volume of 
credit should be in the direction of putting a brake on when there 
is great activity and of giving some relaxation in times of 
depression. 

(iv) The legal requirements should be fair in their application 
as between individual banks. 

The Committee find that the existing system is not in satis- 
factory accordance with these principles. Moreover, the inten- 
tion of the present requirements, which date in the main from 
1917, has been to a considerable extent evaded; and as to this 


1 Report of the Committee on Bank Reserves of the Federal Reserve System. 
Government Printing Office, Washington, 1931. 
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they give some interesting particulars which have not been 
previously available. Under the original Federal Reserve Act, 
the till-money of the banks reckoned towards their reserve 
requirements up to a certain proportion. During the war this 
was modified with the object of centralising gold and gold cer- 
tificates in the Reserve Banks; and as an offset to this, the per- 
centage reserve to be held against demand deposits was reduced 
by 5 per cent. and the reserve against time deposits by 2 per 
cent. The result of this change during the intervening years has 
been to bring about an extraordinary diminution in the amount 
of till-money held by the Member Banks; the average for all 
banks having fallen from 44 per cent. of their deposit liabilities 
to less than 14 per cent. Doubtless this is partly due to the in- 
creasing use of cheques for wage payments, but the Committee 
think that this accounts for only a part of the decline. 

They also consider that the low percentage of reserves required 
against time deposits, namely, 3 per cent., has lent itself to 
abuse, and that a certain amount of money which is serving 
the purpose of a demand deposit is masquerading as a time 
deposit. In justification of this view, they mention that between 
1925 and 1929 the rate of turnover of the average dollar deposited, 
whether as a demand or time deposit, in Member Banks increased 
from twenty-four times a year to thirty-three times a year, in 
spite of the fact that 64 cents of this dollar was classified as a 
demand deposit in 1925, as against 59 cents in 1929. But if 
they had made the comparison with 1931 instead of with 1929, 
its force, might, I think, have largely disappeared. 

The net result of the reduction in till-money and of the 
increased proportion of the total deposits held as time deposits 
has been that the reserve requirements of Member Banks in 
1931 were about 34 per cent. less in proportion to their deposits 
than they were before the Federal Reserve Act was passed. The 
effect of the change since 1917 seems to have been to reduce the 
present reserve requirements by something like $1,500,000,000 as 
compared with what they would have been otherwise. Never- 
theless, the Committee do not feel that the present aggregate 
has fallen to a lower figure than the Reserve Banks need for 
their own efficient working. Their proposals would not, indeed, 
involve any immediate increase in the aggregate reserve require- 
ments, and would merely put a stop to a further nibbling away 
at the legal reserves which might prove embarrassing to the 
Reserve Banks. This is diplomatically emphasised by the Com- 
mittee. But I surmise that their proposals would involve some 
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increase, if the requirements of brisk times were to be averaged 
with those of depression. Herein would lie, I suspect, the chief 
danger in introducing the new plan to-day. For whilst it is so 
devised as not to increase the reserve requirements at the present 
moment, it is calculated, in all probability, to increase them above 
what they would otherwise have been, immediately that trade 
begins to revive. Thus it would need open-market operations on 
a larger scale than would be needed if no change is made, to 
prevent the new plan from acting as a damper on any revival. 

The Committee’s main point is concerned with the failure of 
the present system to put on the brake in active times or to 
relax the pressure during a depression. They show that the 
increased turnover in active times is mostly provided for by a 
change in the velocity of circulation and only to a small extent 
by an increased quantity of deposits. For example, during the 
three-and-a-half years from the middle of 1927 to the end of 
1930 the net deposits and the Member Bank Reservé balances 
both fluctuated round an almost steady figure, whereas the 
volume of turnover rose by some 50 per cent. and then fell back 
again to below its initial figure. In fact the legal reserve require- 
ments were about $75,000,000 lower in September 1929 at the 
peak of the stock-market boom than they had been in December 
1927. Moreover, there is a minor provision in the present law, 
to which little importance might have been attached, which 
tends to operate exactly in the wrong direction. When a Country 
Member Bank lends its funds to a centrally situated Member 
Bank, the deposit becomes subject to the higher rate of reserve 
appropriate to the latter. If, however, the Country Bank lends 
its reserves direct in the market, then the lower reserve require- 
ments appropriate to Country Banks is effective. Now the former 
is what tends to happen in slack times and the latter in active 
times. For example, in 1924 an inactive demand for funds from 
trade and industry led to a large deposit of Country Bank funds 
with City Banks, and was consequently reflected in a sharp 
increase in legal reserve requirements. 

Finally, the -Committee’s inquiries have led them to the 
conclusion that the existing system is not as fair as it might 
be as between individual banks. The possibility of economising 
in till-money favours those banks which are located in close 
geographical proximity to the Reserve Banks. Furthermore, the 
present provision by which balances due from other Member 
Banks can only be deducted for the purpose of calculating net 
deposits from balances due to other Banks, operates unfairly to 
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Country Banks. And in general the activity of the deposits of 
the different classes of Banks corresponds only very roughly 
indeed to their geographical location. 

The upshot is that the Committee have decided unanimously 
in favour of a very drastic change. They propose to abolish 
entirely the existing distinction between Central Reserve City 
Banks, Reserve City Banks and Country Banks. They also pro- 
pose to abolish the distinction, for the purpose of reserve require- 
ments, between time deposits and demand deposits; since they 
are convinced that experience shows that there is no practical way 
of defining the distinction between these two classes of deposits 
without opening the door to evasions. The substance of their 
alternative proposals can be summarised as follows : 

(i) A reserve of 5 per cent. to be maintained against all 
deposits (net) without distinction. 

(ii) An additional reserve to be maintained equal to 50 per 
cent. of the average daily withdrawals actually made from all 
of the deposit accounts on the books of the bank. The basis for 
the calculation of the reserve under this heading would be the 
average of the preceding eight weeks, averaged over a subsequent 
period of one week or four weeks according to the location of the 
bank. 

(iii) United States Government deposits to rank for reserve 
requirements in the same way as other deposits; the exemption 
in their favour which was introduced to facilitate war finance 
being abolished. 

(iv) In the calculation of net deposits, balances due from 
other banks in the United States and cheques in process of 
collection to be subtracted. 

(v) The rule of allowing till-money (or “‘ vault cash,” as it is 
called in the United States) to reckon within certain limits (not 
exceeding one-fifth or three-fifths of the total reserves according 
to the bank’s location) to be restored. 

These rules mean that a totally inactive deposit would carry 
a reserve of 5 per cent. and one which is checked out on the 
average once a week a reserve of 12 per cent. It is provided 
that in no case shall the aggregate reserve required of a bank 
exceed 15 per cent. of its gross deposits, but inquiry shows that 
this limitation would very seldom be operative. For the average 
Member Bank the total reserve requirements would work out 
to-day at about 8 per cent. of total deposits, which means that 
the average deposit (including time-deposits) was turned over 
twenty-two times a year in 1931 as compared with thirty-three 











if 


y 
1 
7 








1932] MEMBER BANK RESERVES IN THE UNITED STATES 31 


times in 1929. The Committee have calculated the above figures 
in such a way that if the new system were to be introduced to- 
day, it would effect a negligible change in the average reserve 
requirements. A period of slump is, therefore, a good opportunity 
for making the change, since in brisk times it would mean a sharp 
increase in reserve requirements and would therefore be more 
likely to provoke opposition: 

This proposal for calculating reserve requirements by reference 
to the turnover of deposits is a somewhat startling innovation ; 
but it seems to me to be ingenious, practicable and of a right 
tendency in its effect on the fluctuations in the reserve require- 
ments. If this system is introduced it will be important to bear 
in mind that no rule-of-thumb system will be an adequate sub- 
stitute for open-market operations or other ways of deliberately 
regulating the volume of aggregate deposits. For it is easy to 
imagine circumstances in which the rule-of-thumb thus brought 
into the system would be of a wrong tendency. ~ Moreover, if the 
new system is initiated near the bottom of an unprecedentedly 
severe slump, it will be important (and perhaps not easy) to pre- 
vent it from exercising a check prematurely. But generally 
speaking it would, I think, facilitate the task of the reserve 
system and would tend to diminish the scale of the open-market 
operations which are necessary for purposes of control. The 
Committee’s calculations show that in 1929 the reserve require- 
ments would have been greatly increased above the figure which 
ruled under the existing system; which would certainly have 
strengthened the hands of the reserve system at that time. 
Equally at the present time any further decline in activity 
would reduce the reserve requirements and there would be an 
automatic stimulus, without the necessity of large open-market 
purchases by the Reserve Banks. 

The Report is a model document of its kind, brief and clear 
and to the point, though it would have been improved by the 


addition of an appendix with statistical tables. 
J. M. Krynzs 








THE INDIAN CENTRAL BANKING INQUIRY 
COMMITTEE, 1931 


Durine the past few years several Royal Commissions and 
Committees of Inquiry have been at work upon various phases of 
economic conditions in India ; among them should be mentioned— 
The Royal Commission on Agriculture, The Taxation Inquiry 
Committee, The Economic Inquiry Committee, The Royal Com- 
mission on Currency and Exchange, The Statutory Commission, 
and The Central Banking Inquiry Committee, 1931. Their 
reports form a veritable encyclopedia of information concerning 
practically all phases of economic life in India to-day, and are a 
mine of valuable material to which the research worker, the 
publicist and the economist can go for years tocome. The Indian 
Central Banking Inquiry Committee, 1931, is the last one to report, 
and in its thoroughness, in the mass of material assembled, and the 
importance of the field covered as well as in its considered recom- 
mendations, the report ranks high as a serious piece of work. The 
personnel of the Committee was well and carefully chosen under the 
Chairmanship of Sir Bhupendra Nath Mitra, and contained many 
well-known business and public men, such as—Sir Purshotamdas 
Thakurdas, Sir Hugh Cocke, Dr. L. K. Hyder, V. Ramadas 
Pantulu, G. K. Devadhar and R. K. Shanmukham Chetty. Of 
the twenty-one members of the Committee no less than seventeen 
were Indians. The Government of India appointed a sub-com- 
mittee of foreign experts to co-operate with the Indian Committee ; 
the international character and varied interests of these experts 
may be judged from-these facts: G. C. Cassels is the Manager of 
the Bank of Montreal, London; B. Currie is a partner in Glyn, 
Mills and Company; Dr. A. Friederich is the General Secretary 
of the Union Co-operative Society, Darmstadt; Dr. O. Jeidels 
represents several large German interests; A. P. McDougall 
represents a number of large English and Scottish concerns; 
and Dr. L. J. A. Trip was formerly associated with the Department 
of Finance at The Hague, and is a former President of the Bank 
of Java. 

The report proper is a large Blue Book of 915 pages; there are 
three separate minutes or notes of dissent, and a Minority Report 
by one member (Mr. Manu Subedar) of considerable size contained 
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in a separate Blue Book of 484 pages. In a committee repre- 
senting various races and different conflicting interests one may 
expect that differing points of view should desire expression in 
separate minutes or even notes of dissent, but that one member 
should take upon himself the responsibility of writing a separate 
Blue Book minority report is altogether beside the mark. We do 
not want the individual views-of one member; the whole purpose 
of a committee is to get away from the domination of one person ; 
it is collective consideration of a subject and joint recommendation 
that is wanted; consequently it is in the nature of presumption 
for one member of an important committee to go off by himself 
and write a Minority Report. 

For a number of years past suggestions have been made from 
time to time referring to the desirability of an inquiry into banking 
in India; in 1924 the External Capital Committee made this 
remark : “ India possesses vast stores of dormant capital awaiting 
development, and in order to make these available for investment, 
facilities should be increased and extended. We would emphasise 
the importance of a co-ordinated survey being undertaken at the 
earliest opportunity of the whole field of banking in India.”’ In 
1929 the Government of India gave its sanction to a comprehensive 
survey of banking throughout India; the inquiry was to proceed 
along three lines :—(1) A number of Provincial Committees were 
appointed, consisting of persons having intimate knowledge of local 
conditions, which were to study the following subjects: agri- 
cultural credit (including co-operative credit), credit facilities for 
small industries, land mortgage banks, financing of internal trade, 
and the stimulation of habits of investment and attraction of 
banking deposits. (2) Then an all-India Central Committee 
was to continue the work by making investigation into certain 
fields of banking which had not been covered, such as the regula- 
tion of banking, banking education and credit facilities for India’s 
chief industries, as cotton, jute and coal. Then (3) a small body 
of foreign banking experts having experience of rural credit and 
industrial banking was appointed by the Government of India to 
co-operate with the Central Committee in coming to their con- 
clusions and making their recommendations. 

The terms of reference were as follows :— 


“To investigate past records and existing conditions of 
banking in India, including the organisation of the Money Market, 
and to consider the steps, if any, that are feasible and desirable 


under the following main headings : 
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(a) The Development of Banking with a view to the 
expansion of indigenous, co-operative and joint-stock banking 
with special reference to the needs of agriculture, commerce 
and industry ; 

(6) The Regulation of Banking with a view to protecting 
the interests of the public; and 

(c) Banking Education with a view to the provision of 
Indian personnel in adequate numbers and with the necessary 
qualifications to meet the increasing needs of the country 
for a sound and well-managed national system of banking.” 


I. DEVELOPMENT OF BANKING 


There are five types of banks operating in India : the Imperial 
Bank of India, Joint-stock banks, Exchange banks, Co-operative 
banks, and the Indigenous banking system. ‘To these should be 
added other existing credit agencies, such as Land Mortgage banks, 
Loan offices, Nidhis and Chit Funds, the Government Depart- 
ments, and Insurance companies. The strong and insistent 
criticism on banking in India is that it is too much dominated by 
foreign capital, policy and management, and that purely Indian 
and indigenous banking is not sufficiently encouraged. Most of 
the banking business of the country is done by the Imperial Bank 
and the Exchange banks, which are foreign; what is needed is a 
greater development of Indian Joint-stock banks, Co-operative 
banks, Indigenous banking, and Land Mortgage banks. 

Indian banking has had its periods of ebb and flow. When 
the principle of limited liability was allowed in 1860, and after the 
close of the American War, there was a great wave of banking 
activity ; another such period was experienced between the years 
1906 and 1913. But during the Great War and after, from 1913 
to 1924, as many as 161 banks in India failed, involving the large 
amount of about Rs. 6? crores. As an important aid to the 
development of banking in India, the Central Committee recom- 
mend the adoption of a more liberal policy by the Imperial Bank 
of India and other joint-stock banks in granting facilities to the 
large number of indigenous bankers whose principal business is 
not banking, or who do not take to banking as their chief interest 
as soon as a Reserve Bank is established. Another recommenda- 
tionisthat the cost of internal remittance in India should be reduced 
as far as possible, and from a purely banking point of view the 
removal of all impediments to the free transfer of lands is desirable. 
The suggestion that banks in India should aim at combining the 
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efficiency of the European system of banking with the economy of 
indigenous bankers is commended for the consideration of the 
management of banks. 

At the back of all efforts to improve banking facilities are the 
dead-weight conditions of poverty, ignorance and helplessness of 
the masses. Economic progress and the development of banking 
are interdependent; the growth of banking depends on the 
spread of education, the promotion of agricultural improvement 
and the encouragement of industrial organisation, for no improve- 
ment in the existing credit system and banking facilities is likely 
to be effective unless it is accompanied by measures for raising the 
standard of living and economic condition of the mass of the 
population and for building up its productive strength. The 
statistics given by the Committee on income and indebtedness are 
astounding: the total gross value of the annual agricultural 
produce works out to about Rs. 1,200 crores on the basis of the 
1928 price levels; the average income, therefore, of an agriculturist 
in British India is about Rs. 42, or a little over three pounds 
sterling a year. Thus will be seen the appalling poverty of the 
agricultural classes. Rural indebtedness is estimated to be about 
Rs. 900 crores, which works out to something like Rs. 30 per 
head; the small income and the burden of indebtedness are the 
two factors which are strangling the economic life of the country. 
The extortionate rates of interest are another oppressive burden 
upon the people : in Assam, interest rates vary from 12 to 75 per 
cent.; in Bombay, from 12 to 25 per cent., or even more according 
to varying conditions; in Madras the common rate of interest is 
from 12 to 24 per cent., occasionally rising to 36 or even 48 per 
cent.; in Bengal the minimum rate varies in different districts 
from 10 to 374 per cent., and the maximum from 37} to 300 per 
cent.; the Pathan money-lender’s rates vary from 75 to 360 
per cent. A hopeful movement for bettering the economic 
condition of the agriculturist was reported by Mr. Devadhar 
concerning the working of the Act which was passed in 1928 for 
the consolidation of holdings in the Chhatisgarh Division of the 
Central Provinces. According to his figures, during the short 
period of a little over three years since the Act came into force, 
502 villages have come forward to secure the benefit of the Act; 
174 villages out of the 502 have already been dealt with; in all 
156,500 acres of land parcelled out into thousands of small, 
uneconomic holdings have been consolidated, and are now able to 
support an average family with some chance of a decent living. 
Mr. Devadhar also suggests that in the task of rural uplift the 
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work of consolidation of uneconomic holdings or the prevention 
of further fragmentation of land must be vigorously undertaken. 

Poverty, indebtedness, extortionate rates of interest, and the 
smallness of landholdings are among the chief causes of India’s 
economic backwardness ; the Commission have much to say about 
methods of removing these conditions. A scheme of debt con- 
ciliation on a voluntary basis is strongly recommended, to be 
pursued by propaganda to have the lender and the borrower agree 
to a redemption of standing debt on the basis of a cash payment 
or equated payments spread over a number of years. In a case 
where the lender will not agree to a voluntary settlement of the 
debt, action should be taken by legislative enactment to force a 
compulsory settlement. The Commission see great opportunity 
for relief in the matter of cheaper credit in the co-operative credit 
movement. The primary societies should serve as savings banks 
for their members and promote thrift; the ordinary co-operative 
credit societies should confine themselves to dispensing short- 
term and intermediate credit, while long-term credit should be 
provided by the land mortgage banks. In order to popularise the 
co-operative movement and to promote a sense of responsibility 
among the members of the society, the official control that now 
exists in certain provinces should be slackened. Great possi- 
bilities are seen in land mortgage banks: the development 
of well-organised joint-stock land mortgage banks for the 
benefit of the numerous classes of landowners who cannot be 
adequately served by the co-operative credit organisations is 
recommended. 

The Royal Commission on Agriculture in India and the various 
Provincial Banking Inquiry Committees have stressed the neces- 
sity of organising means for marketing agricultural produce; one 
means to this end is the question of providing warehouses and 
licensing them, so that the ryots can store their produce and wait 
for a rise in prices, instead of having to sell from the threshing- 
floor when the price is at its lowest level. Not only is there need 
for cheaper agricultural credit, but better credit facilities for rural 
industries are greatly needed. The establishment of co-operative 
institutions to finance rural industries on a larger scale than at 
present, and the study of German experience in the field of 
co-operative organisation for small industries and small traders 
and retailers are recommended. To provide long-term capital 
for larger industries it is suggested that Provincial Industrial 
Corporations should be established with numerous branches. 

A subject of great interest for several years past has been a 
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Reserve Bank for India; a Bill was introduced by Sir Basil 
Blackett, but it had to be withdrawn because of the difference of 
opinion over the matter of control and the question of political 
interference. The report under consideration says : ‘‘ The foreign 
banking experts went so far as to say that it is one of our principal 
duties to recommend that the Reserve Bank should be established 
in India as soon as possible, and that this institution should be free 
from political influence. . . . We accordingly consider it to be a 
matter of supreme importance from the point of view of thedevelop- 
ment of banking facilities in India, and of her economic advance- 
ment generally, that a Central or Reserve Bank should be created 
AT THE EARLIEST POSSIBLE DATE. The establishment of such a 
bank would by mobilisation of the banking and currency reserves 
of India in one hand tend to increase the volume of credit available 
for trade, industry and agriculture and to mitigate the evils of 
fluctuating and high charges for the use of such credit caused by 
seasonal stringency.” . ; 

The financing of India’s foreign trade is a subject of considerable 
moment; most of that business is now done by the foreign 
Exchange Banks; the Commission recommend on the establish- 
ment of the Reserve Bank and the simultaneous withdrawal of 
the restrictions now imposed on the transactions of foreign 
exchange business of the Imperial Bank of India, the latter should 
be induced to take an active share in the financing of India’s 
foreign trade. . . . If, however, the Reserve Bank finds it im- 
possible to arrive at a satisfactory settlement with the Imperial 
Bank of India or finds that within the stipulated period the 
Imperial Bank is unable to participate actively in the financing 
of India’s foreign trade, the establishment of an Indian Exchange 
Bank is urged. The lines on which the new Indian Exchange 
Bank should be established are also suggested. A new suggestion 
for the purpose of the further development of the Indian bill 
market is that the Reserve Bank Bill should permit the purchase, 
sale and rediscount of rupee import bills. Another valuable 
suggestion is that an all-India Bankers’ Association should be 
inaugurated as early as possible, and should include as members 
the joint-stock banks, the exchange banks, the Imperial Bank, and 
the indigenous bankers. There should be two kinds of member- 
ship: full membership open to banks and bankers enjoying 
rediscount facilities from the Reserve Bank, and associate member- 
ship open to the rest of the banks and bankers. 
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II. REGULATION OF BANKING 


Because banks serve as repositories of the cash resources of all 
classes of individuals and institutions, the banking institutions of 
a country exercise a powerful influence on the economic life of its 
people, and should be regulated so as to safeguard the interests of 
depositors on whose confidence rests the entire banking structure 
of a nation; it is also necessary for the developing of banking on 
sound lines. The Commission say that there are two ways in 
which the existing regulations can be amplified : 

(1) By the promulgation of a special Bank Act comprising 
the necessary provisions governing all banking institutions, 
and 

(2) By the amendment and amplification of the Indian 
Companies Act so as to provide for the additional matters 
which require to be dealt with by legislation. 


The Commission prefer the first alternative, which will, in our 
opinion, be more convenient to the public as well as to the banks, 
and we recommend that a special Bank Act may be passed com- 
prising the existing regulations embodied in the Indian Companies 
Act with the modifications and additional provisions reeommended 
below. The foreign banks operating in India should be brought 
within the purview of the Act to the extent indicated in the report 
and provided for in the Act. 

The need for such regulation of banking is seen in the many 
failures that have been experienced in India; analysing the causes 
the Commission mention : 


Dishonest and incompetent management ; 

Bad and speculative investments ; 

Unrestricted loans given to directors or concerns in which 
they are interested ; 

The utilisation of short-term deposits for long-term loans ; 

Insufficient reserves; and 

Insufficient liquidity of funds. 


The root cause of most of the disasters can be traced to defective 
management. 

The Commission’s recommendations for regulating banking 
in India include : 


Organisation, 

Management, 

Audit and Inspection, and 
Liquidation and Amalgamation. 








RCH 


all 
: of 
its 
of 


—=— ss 





1932] THE INDIAN CENTRAL BANKING INQUIRY COMMITTEE 39 


Firms and companies using the term “ bank ” or its equivalent 
and desiring to be incorporated under the Act should limit their 
activities strictly to banking; there should not be allowed loans 
on the security of a bank’s own stock; there should be a definite 
limitation of loans to directors, managers and members of the 
staff of the bank. Any bank, Indian or non-Indian, wishing to do 
banking business in India should be required to take out a licence 
from the Reserve Bank. Licences should be freely granted to the 
already established banks. The licensing authority should see 
that the provisions of the law and any other conditions specified 
in the licences are complied with. Some of those provisions are :— 
Every institution doing banking business in British India other 
than a foreign bank should have a majority of natural-born or 
domiciled Indian directors. No new bank, other than a foreign 
bank, should be allowed to operate in British India unless it has 
a majority of Indian shareholders and is incorporated under the 
India law. A joint-stock bank with limited liability, ~registered 
under the Act, should not commence business until its paid-up 
capital is at least Rs. 50,000. Its authorised capital should not 
be more than double the subscribed capital, and the paid-up 
capital should not be less than 50 per cent. of the subscribed 
capital before commencement of business. It should be one of 
the functions of the Reserve Bank to lend its advice and co- 
operation in cases of amalgamation or reconstruction of banks 
which are in difficulties. There should be some arrangement 
under which the Indian creditors of a non-Indian bank taken into 
liquidation should have a prior claim on its assets in India, and 
should also share in the general distribution of its assets outside 
India should there be a shortage in the assets held in India. 


Ill. Banxrina EDUCATION 


Any attempt to stimulate interest in commercial education 
and training before the close of last century was largely negatived 
by the lack of ambition and desire for such subjects on the part of 
Indian students. But during the past quarter of a century general 
interest in the question has been aroused, and now considerable 
efforts are made and facilities offered to provide opportunity for 
the systematic study of commercial subjects, including banking. 
The Commission were deeply interested in this phase of the banking 
question and recommended that in every University there should 
be some arrangements for the training of students at recognised 
institutions for the courses of degrees in commerce instituted by 
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them. The suggestion that arrangements should be made by the 
Indian Institute of Bankers for University lectures and courses 
of instruction at different centres in the subjects included in the 
curriculum of the Institute is commended for the consideration 
of the Institute. It is worthy of notice that the Indian Institute 
of Bankers has recently decided to offer facilities for education in 
banking. The Institute was established in the year 1928 with the 
following among other objects : 


1. To encourage the study of the theory of banking and 
for that purpose to institute a scheme of examinations and to 
give certificates, scholarships and prizes. 

2. To promote information on banking and kindred 
subjects by lectures, discussions, books and correspondence 
with public bodies and individuals. 

3. To collect and circulate statistics, and other information 
relating to the business of banking in India. 

4, To maintain a library consisting of works on banking, 
commerce, finance, political economy and kindred subjects. 

5. To print and publish such newspapers, periodicals, 
books, or leaflets as the Institute may consider advisable. 


The Commission wish that if it could be arranged, young 
Indians possessing high qualifications should, after they have had 
a good preliminary training in banks in India, be sent abroad to 
study advanced banking, especially international exchange and 
other subjects connected with currency and exchange. Wherever 
possible, instruction should be given in secondary schools in 
elementary accounting, discount, co-operative principles and 
elements of banking, and the subjects should be taught system- 
atically wherever introduced. Sons of the indigenous banking 
families should be encouraged to join joint-stock banks. 

The big problem that we are all facing to-day is the question 
of marketing. The Commission urge that closer study of agri- 
cultural marketing should be introduced in all the co-operative 
training institutes, and that co-operative educational institutions 
should be established in each province. The subjects to be studied 
should include co-operative education, propaganda, progressive 
farming methods, banking, accountancy, rural economy, market- 
ing methods and rural industry. There should be in addition an 
All-India Co-operative College for the higher study of co-operation 
and allied subjects and research work. And further, the officers 
of co-operative, central and provincial banks should have received 
full training at, and have passed the examination of, the co- 
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operative educational institutions, and this should be an essential 
condition governing the recruitment of the staff of officers. 

As to the report in general, the well-known Indian publicist, 
Mr. P. R. Srinivasan, editor of The Indian Finance, has this 
to say : 

“The report of the Central Banking Inquiry Committee is 
one of the few inquiries to which India will have to turn when she 
embarks, as she soon must, on a comprehensive programme of 
economic development. . . . It might look like indulging in a 
vague figure of speech ; but it is none the less sufficiently expressive 
to say that what we want is the establishment of national banking 
autonomy; that is, a banking system in which the activities of 
the various banking institutions and various types of banks will 
be so co-ordinated and so harmoniously correlated, that the 
economic life of the nation will be enriched by the fullest con- 
tribution of everyone capable of real productive effort. . . . 

“ The Banking Committee has attempted to preserve a rigidly 
practical view-point without giving way to mere national senti- 
ment or yielding to the general cant of Indian unfitness for 
certain lines of business. The recommendations, though they 
may not satisfy the aspirations of a few, are undoubtedly calcul- 
ated to pull Indian banking out of the morass into which it has 
fallen in recent years, and put it on the high-road that leads to what 
we call Indian banking autonomy.” 

A. J. SAUNDERS 
American College, 
University of Madras. 








DR. HAYEK ON MONEY AND CAPITAL? 


To deal with the theory of money, from its doctrinal history 
down to the inevitable practical proposals, touching upon some 
of the most perplexing parts of the subject, and all this in four 
lectures, must have been a feat of endurance on the part of the 
audience as much as of the lecturer. For, however peculiar, and 
probably unprecedented, their conclusions may be, there is one 
respect in which the lectures collected in this volume fully uphold 
the tradition which modern writers on money are rapidly estab- 
lishing, that of unintelligibility. The fault must lie in the sub- 
ject itself, or in the theories which are directed to elucidate it, 
for this notoriously is the case even with writers otherwise the most 
lucid. And Dr. Hayek himself in an excellent introductory 
lecture, in which he traces in the history of thought the sources 
of his own doctrine, is a model of clearness. 

Taken as a whole, there is this to be said in favour of the 
book—that it is highly provocative. Its one definite contribution 
is the emphasis it puts on the study of the effects of monetary 
changes on the relative prices of commodities, rather than on 
movements of the general price level on which attention has 
almost exclusively been focussed by the old quantity theory. But 
in every other respect the inescapable conclusion is that it can 
only add to the prevailing confusion of thought on the subject. 

The starting-point and the object of Dr. Hayek’s inquiry is 
what he calls “‘ neutral money ”’; that is to say, a kind of money 
which leaves production and the relative prices of goods, includ- 
ing the rate of interest, “ undisturbed,” exactly as they would 
be if there were no money at all. 

This method of approach might have something to recom- 
mend it, provided it were constantly kept in mind that a state 
of things in which money is “ neutral” is identical with a state 
in which there is no money at all: as Dr. Hayek once says, if 
we “eliminate all monetary influences on production ... we 
may treat money as non-existent” (p. 109). Thus the parallel 
inquiry into “neutral money ” and various kinds of real money 


1 Prices and Production. By Friedrich A. Hayek. London: George Rout- 
ledge and Sons, 1931. Pp. xv-+112. 6s. 
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would resolve itself into a comparison between the conditions of 
a specified non-monetary economy and those of various monetary 
systems. 

We therefore might expect that Dr. Hayek would, in dis- 
cussing a number of assumed cases in which equilibrium is dis- 
turbed, compare the results in a moneyless economy with the 
corresponding results obtained under various monetary systems, 
or policies. This would bring out which are the essential char- 
acteristics common to every kind of money, as well as their 
differences, thus supplying the elements for an estimate of the 
merits of alternative policies. 

But the reader soon realises that Dr. Hayek completely 
forgets to deal with the task which he has set himself, and that 
he is only concerned with the wholly different problem of prov- 
ing that only one particular banking policy (that which main- 
tains constant under all circumstances the quantity of money 
multiplied by its velocity of circulation) succeeds in giving full 
effect to the “‘ voluntary decisions of individuals,” especially in 
regard to saving, whilst under any other policy these decisions 
are ‘distorted’? by the “artificial” interference of banks. 
Being entirely unaware that it may be doubted whether under a 
system of barter the decisions of individuals would have their 
full effects, once he has satisfied himself that a policy of constant 
money would achieve this result, he identifies it with “‘ neutral 
money”; and finally, feeling entitled to describe that policy as 
“ natural,” he takes it for granted that it will be found desirable 
by every right-thinking person. So that “ neutral’? money, 
from being in the first lecture the object of theoretical analysis 
(p. 28), is shown in the body of the book to be “not merely 
entirely harmless, but in fact the only means of avoiding mis- 
directions of production ” (p. 89), and in the end becomes “ our 
maxim of policy ” (p. 106). 

If Dr. Hayek had adhered to his original intention, he would 
have seen at once that the differences between a monetary and a 
non-monetary economy can only be found in those characteristics 
which are set forth at the beginning of every text-book on money. 
That is to say, that money is not only the medium of exchange, 
but also a store of value, and the standard in terms of which 
debts, and other legal obligations, habits, opinions, conventions, 
in short all kinds of relations between men, are more or less 
rigidly fixed. As a result, when the price of one or more com- 
modities changes, these relations change in terms of such com- 
modities; while if they had been fixed in commodities, in some 
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specified way, they would have changed differently, or not at all. 
Upon this basis it would be possible to find the monetary policy 
the effects of which are the nearest to a given non-monetary 
system. 

It would be idle to rehearse these platitudes had not Dr. 
Hayek completely ignored them in his arguments. The money 
which he contemplates is in effect used purely and simply as a 
medium of exchange. There are no debts, no money-contracts, 
no wage-agreements, no sticky prices in his suppositions. Thus 
he is able to neglect altogether the most obvious effects of a 
general fall, or rise, of prices. This attitude, which amounts to 
assuming away the very object of the inquiry, appears to originate 
in a well-founded objection to the vagueness of the conception of 
“‘the general price-level ’’ understood as anything different from 
one out of many possible index-numbers of prices, and in the 
opinion that such a conception can have no place in a theory of 
money. Such a theory, according to him, ought simply to con- 
sider the influence of money on the relative prices of commodities— 
which is excellent, provided that money itself is one of the com- 
modities under consideration; but Dr. Hayek goes further and 
rejects not only the notion of general price-level but every notion 
of the value of money in any sense whatever (see e.g. pp. 7 and 
27). Having thus reduced money to utter insignificance, it is 
easy for Dr. Hayek to prove to his own satisfaction that, if its 
quantity is kept constant,! money is “neutral” in the sense 
that after a disturbance, such as an increase of saving, the new 
equilibrium of production and of relative prices is reached as 
smoothly as if no money existed. And, since he also impartially 
deprives money of its essence when he considers alternative 
monetary policies, it is inevitable that money should again be 
found to be “ neutral,” and the effects should be identical, that 
is to say, equally immaterial. But Dr. Hayek invariably finds, 
when he comes to compare the effects of alternative policies in 
regulating this emasculated money, that there is an all-important 
difference in the result, and that it is “neutral” only if it is 
kept constant in quantity, whilst if the quantity is changed, 
the most disastrous effects follow. 

The reader is forced to conclude that these alleged differences 
can only arise, either from an error of reasoning, or from the 


1 I follow Dr. Hayek’s practice of using ‘‘ the quantity of money ” as short 
for “* the quantity of money multiplied by its velocity of circulation”; although 
it is a dangerous omission which leads him to overlook that the velocity is bound 
to change as the direct result of a change in prices. 











1932] DR. HAYEK ON MONEY AND CAPITAL 45 


unwitting introduction, in working out the effects of one of the 
two systems compared, of some irrelevant non-monetary con- 
sideration, which produces the difference, attributed to the 
properties of the system itself. ‘The task of the critic, therefore, 
is the somewhat monotonous one of discovering, for each step of 
Dr. Hayek’s parallel analysis, which is the error or irrelevancy 
which causes the difference. - This will be done only for one or 
two of these cases in the course of the present review. But from 
the beginning it is clear that a methodical criticism could not leave 
a brick standing in the logical structure built up by Dr. Hayek. 


A considerable part of the book is taken up by preliminaries 
about the relations between the quantity of capital and the 
length of the process of production and about the proportions 
in which the flow of money is divided between the purchase of 
consumers’ goods and the purchase of producers’ goods. Dr. 
Hayek as it were builds up a terrific steam-hammer in order to 
crack a nut—and then he does not crack it. Since we are 
primarily concerned in this review with the nut that is not cracked, 
we need not spend time criticising the hammer. The part which 
its description plays in the book is little more than that of obscur- 
ing the main issue; a maze of contradictions makes the reader so 
completely dizzy, that when he reaches the discussion of money 
he may out of despair be prepared to believe anything.1 

The only point that need be retained is that Dr. Hayek 
conceives of saving as an increase in the proportion of the total 
flow of money that is directed to the purchase of producers’ 
goods, as opposed to the proportion that is directed to the pur- 
chase of consumers’ goods. When we start from the usual point 
of view, which regards consumers as deciding to save a part of 
their net income, the accumulation of capita! proceeds, and no 
equilibrium can be established, until the consumers revert to the 


1 The essential contradiction is that Dr. Hayek must both assume that the 
‘* consumers ”’ are the same individuals as the ‘‘ entrepreneurs,’ and that they 
are distinct. For only if they are identical can the consumers’ decisions to save 
take the form of a decision to alter the ‘“‘ proportions ”’ in which the total gross 
receipts are divided between the purchase of consumers’ goods and the purchase of 
producers’ goods; and only if they are distinct has the contrast between “‘ credits 
to producers,” which are used to buy producers’ goods, and “ credits to con- 
sumers,” which are used to buy consumers’ goods, any definite meaning. As a 
result we are alternately told that the “‘ decisions to save”’ are taken by “ the 
consumers ” (p. 46), by “‘ the entrepreneurs ” (p. 45), or even by “ the industries ”” 
(p. 58). This makes a pair with the kindred though distinct contradiction of 
assuming in the same context that intermediate products never change hands 
against money (p. 38), and that they change hands against money in equal 
intervals of time (pp. 41-42). 
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practice of consuming the whole of their net income. But when 
we start, with Dr. Hayek, from the gross receipts, saving means a 
decision to change the proportions in which those receipts are 
spent on producers’ and consumers’ goods; accumulation then 
proceeds for a limited period, after which equilibrium is reached, 
although the new proportions are permanently maintained ; 
though this, it may be noticed, applies only to a very peculiar 
case, and not, as Dr. Hayek seems to believe, in general; but 
since, even within the limits of that case, Dr. Hayek’s further 
conclusions appear to be invalid, the point need not detain us 
any longer. 

The central topic of the book is the analysis of the accumula- 
tion of capital in a monetary economy. Accumulation, Dr. 
Hayek says, can take place in two ways: “either as a result of 
changes in the volume of voluntary saving, or as a result of a 
change in the quantity of money which alters the funds at the 
disposal of the entrepreneurs for the purchase of producers’ 
goods.” 

If savings are ‘“‘ voluntary,’’ consumers place certain sums of 
money in the hands of the entrepreneurs, who use them for 
lengthening the process of production, and thus capital accumu- 
lates. Skipping over the difficulties of the transition, Dr. Hayek 
concludes that the accumulation comes to a stop when saving 
ceases, and a new equilibrium is reached, where the same quantity 
of labour uses a larger quantity of capital, the output of con- 
sumption goods is larger and all prices, he assumes, are lower. 
The effect thus realised “is one which fulfils the object of saving 
and investing, and is identical with the effect which would have 
been produced if the savings were made in kind instead of in 
money ”’ (p. 49). 

His next case is that of “ forced saving.” If, when no savings 
are being made, the banks expand the circulation, by means of 
“credits granted to producers,’ the initial effects will be the 
same as those of voluntary saving: the entrepreneurs will use 
the additional funds placed at their disposal to lengthen the 
process of production, and capital will be accumulated. An 
appropriate degree of inflation through loans “to producers ”’ 
will bring about exactly the same results as voluntary saving ; 


1 The extreme instance of integrated firms (pp. 59-60), if nothing else, should 
have warned Dr. Hayek that his method is not applicable in general, and put 
him on the track to finding its limits, which are extremely narrow; for in that case 
he is driven to assume that the money saved is hoarded for a time, thus directly 
contradicting his postulate that the quantity of money multiplied by its velocity 


is constant. 
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and a new situation will be reached, similar to it in all respects, 
except that all prices will be higher; higher, that is to say, as 
compared with the similar situation due to voluntary savings, 
but not necessarily, it should be noticed, as compared with the 
initial situation; on this latter basis, some prices may be higher 
and some lower. 

It would appear that the. parallelism is due to our having 
ignored the secondary effects of a general fall or rise of prices. But 
Dr. Hayek has undertaken to avoid the concept of “ value of 
money”; and at the same time he must impress us with the 
benefits of voluntary saving, and the evils of inflation. He 
therefore accepts the above conclusions, as far as they go, and 
must now try to find in a different set of considerations the 
reasons why inflation has not the same effects as saving. 

The true difference between the two cases is, according to 
him, that the change in the structure of production brought 
about by saving is permanent, being due to_the “ voluntary 
decisions of individuals’; whereas the same change, if due to 
inflation, is ‘‘ forced,’’ and therefore the consumers, as soon as 
inflation ceases and their freedom of action is restored, will 
proceed to consume all the capital accumulated against their 
will, and re-establish the initial position. 

That the position reached as the result of “ voluntary sav- 
ing ’’ will be one of equilibrium (under Dr. Hayek’s tacit assump- 
tion that the consequent fall in the rate of interest is irrelevant 
to the equilibrium) is clear enough; though the conclusion is 
not strengthened by the curious reason he gives for it.+ 

But equally stable would be that position if brought about by 
inflation; and Dr. Hayek fails to prove the contrary. In the 
case of inflation, just as in that of saving, the accumulation of 


capital takes place through a reduction of consumption. “ But 
now this sacrifice is not voluntary, and is not made by those 
who will reap the benefit from the new investments. . . . There 


can be no doubt that, if their money receipts should rise again 
[and this rise is bound to happen, as Dr. Hayek promises to 
prove] they would immediately attempt to expand consumption 


1 The reason given is that “‘ since, after the change had been completed, these 
persons [i.c. the savers] would get a greater proportion of the total real income, 
they would have no reason ” to consume the newly acquired capital (p. 52). But 
it is not necessarily true that these persons will get a greater proportion of the 
total real income, and if the fall in the rate of interest is large enough they will 
get a smaller proportion; and anyhow it is difficult to see how the proportion of 
total income which falls to them can be relevant to the “‘ decisions of individuals.” 
Dr. Hayek, who extols the imaginary achievements of the ‘‘ subjective method ” 
in economics, often succeeds in making patent nonsense of it. 
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to the usual proportion,” that is to say, capital will be reduced 
to its former amount; “such a transition to less capitalistic 
methods of production necessarily takes the form of an economic 
crisis ” (p. 53). 

As a moment’s reflection will show, “ there can be no doubt ” 
that nothing of the sort will happen. One class has, for a time, 
robbed another class of a part of their incomes; and has saved 
the plunder. When the robbery comes to an end, it is clear 
that the victims cannot possibly consume the capital which is 
now well out of their reach. If they are wage-earners, who have 
all the time consumed every penny of their income, they have no 
wherewithal to expand consumption. And if they are capitalists, 
who have not shared in the plunder, they may indeed be induced 
to consume now a part of their capital by the fall in the rate of 
interest; but not more so than if the rate had been lowered by 
the ‘“‘ voluntary savings ”’ of other people. 

We should expect that Dr. Hayek, having satisfied himself 
that the “ artificial stimulant ” of inflation in the shape of pro- 
ducers’ credits cannot do any good and cause an accumulation of 
capital, would conclude that in its opposite form of consumers’ 
credits it is equally incapable of doing harm by preventing 
voluntary accumulation. But now that he sees his chance he 
cannot resist the temptation and must let the damned thing 
run its full course of destruction. 

Accordingly, in his next case he finds that if, when the con- 
sumers decide to save, additional money is issued through con- 
sumers’ credits to the extent required for re-establishing the 
former proportion between the demand for consumers’ goods 
and the demand for producers’ goods, “‘ the only effect of such an 
increase of consumers’ money incomes would be to frustrate the 
effect of saving” (p. 57). And from this it follows that inflation 
through consumers’ credits, when no voluntary savings were 
being made, would be effective in decreasing capital. Thus Dr. 
Hayek will have it both ways. 

If this were not sufficient to show that Dr. Hayek’s discussion 
is utterly irrelevant to money and to inflation, one or two further 
cases which he has overlooked might be considered. Thus, on 
his assumptions, if the banks increased the circulation but appor- 
tioned the additional money between consumers’ and producers’ 
credits so as not to disturb the initial “ proportions,” nothing 
would happen. And, on the other hand, if, as their outstanding 
loans fall due, they changed the “ proportions”’ by increasing 
the quantity of producers’ credits to the same extent as they 
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decreased the quantity of consumers’ credits, the effects would 
be the same as in the case of the “ inflation” effected through 
producers’ credits although the circulation would remain un- 
changed; and conversely for consumers’ credits. 

What has happened is simply that, since money has been 
thoroughly ‘“ neutralised ” from the start, whether its quantity 
rises, falls, or is kept steady,-makes not the slightest difference ; 
at the same time an extraneous element, in the shape of the 
supposed power of the banks to settle the way in which money 
is spent, has crept into the argument and has done all the work. 
As Voltaire says, you can kill a flock of sheep by incantations, 
plus a little poison. 


Dr. Hayek’s theory of the relation of money to the rate of 
interest is mainly given by way of criticism and development 
of the theory of Wicksell. He states his own position as far as it 
agrees with Wicksell’s as follows :—‘‘ In a money economy, the 
actual or money rate of interest may differ from the equilibrium 
or natural rate, because the demand for and the supply of capital 
do not meet in their natural form but in the form of money, 
the quantity of which available for capital purposes may be 
arbitrarily changed by the banks.” + 

An essential confusion, which appears clearly from this state- 
ment, is the belief that the divergence of rates is a characteristic 
of a money economy: and the confusion is implied in the very 
terminology adopted, which identifies the “‘ actual” with the 
“money” rate, and the “equilibrium” with the “ natural” 
rate. If money did not exist, and loans were made in terms of 
all sorts of commodities, there would be a single rate which 
satisfies the conditions of equilibrium, but there might be at any 
one moment as many “natural” rates of interest as there are 
commodities, though they would not be “ equilibrium ”’ rates. 
The “ arbitrary ” action of the banks is by no means a necessary 
condition for the divergence; if loans were made in wheat and 
farmers (or for that matter the weather) “ arbitrarily changed ” 
the quantity of wheat produced, the actual rate of interest on 
loans in terms of wheat would diverge from the rate on other 
commodities and there would be no single equilibrium rate. 

In order to realise this we need not stretch our imagination 
and think of an organised loan market amongst savages bartering 
deer for beavers. Loans are currently made in the present world 

1 Pp. 20-21. ‘‘ Equilibrium rate ” is the term Dr. Hayek proposes to substitute 


for Wicksell’s ‘‘ natural rate.”’ 
No. 165.—vou. XLil. E 
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in terms of every commodity for which there is a forward market. 
When a cotton spinner borrows a sum of money for three months 
and uses the proceeds to purchase spot, a quantity of raw cotton 
which he simultaneously sells three months forward, he is actually 
“ borrowing cotton ” for that period. The rate of interest which 
he pays, per hundred bales of cotton, is the number of bales 
that can be purchased with the following sum of money: the 
interest on the money required to buy spot 100 bales, plus the 
excess (or minus the deficiency) of the spot over the forward 
prices of the 100 bales. 

In equilibrium the spot and forward price coincide, for cotton 
as for any other commodity; and all the “natural” or com- 
modity rates are equal to one another, and to the money rate. 
But if, for any reason, the supply and the demand for a com- 
modity are not in equilibrium (i.e. its market price exceeds or 
falls short of its cost of production), its spot and forward prices 
diverge, and the “ natural” rate of interest on that commodity 
diverges from the “ natural ”’ rates on other commodities. Sup- 
pose there is a change in the distribution of demand between 
various commodities; immediately some will rise in price, and 
others will fall; the market will expect that, after a certain time, 
the supply of the former will increase, and the supply of the 
latter fall, and accordingly the forward price, for the date on 
which equilibrium is expected to be restored, will be below the 
spot price in the case of the former and above it in the case of 
the latter; in other words, the rate of interest on the former 
will be higher than on the latter. It is only one step to pass 
from this to the case of a non-money economy, and to see that 
when equilibrium is disturbed, and during the time of the transi- 
tion, the ‘‘ natural” rates of interest on loans in terms of the 
commodities the output of which is increasing must be higher, to 
various extents, than the “ natural” rates on the commodities 
the output of which is falling; and that there may be as many 
“natural” rates as there are commodities. It will be noticed 
that, under free competition, this divergence of rates is as essential 
to the effecting of the transition as is the divergence of prices 
from the costs of production; it is, in fact, another aspect of 
the same thing. 

This applies as much to an increase of saving, which Dr. Hayek 
regards as equivalent to a shift in demand from consumers’ to 
producers’ goods, as to changes in the demand for or the supply 


1 And, for each commodity, there will be different rates for loans of different 
lengths. 
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of any other commodities. In criticising Wicksell for having 
prescribed as the criterion of ‘“ neutral ’’ money the incompatible 
aims of a stable price-level and of equality of the money rate 
with the natural rate, he says that in a society in which there 
are additions to the supply of savings, “‘ to keep the money rate 
of interest at the level of the equilibrium rate would mean that 
in times of expansion of production the price-level would fall. 
To keep the general price-level steady would mean, in similar 
circumstances, that the loan rate of interest would have to be 
lowered below the equilibrium rate. The consequences would be 
what they always are when the rate of investment exceeds the 
rate of saving ”’ (p. 24). 

But in times of expansion of production, due to additions to 
savings, there is no such thing as an equilibrium (or unique 
natural) rate of interest, so that the money rate can neither be 
equal to, nor lower than it: the “natural” rate of interest on 
producers’ goods, the demand for which has relatively increased, 
is higher than the “natural” rate on consumers’ goods, the demand 
for which has relatively fallen. This, however, though it meets, I 
think, Dr. Hayek’s criticism, is not in itself a criticism of Wicksell. 
For there is a “ natural” rate of interest which, if adopted as 
bank-rate, will stabilise a price-level (7.e. the price of a composite 
commodity): it is an average of the “natural” rates of the 
commodities entering into the price-level, weighted in the same 
way as they are in the price-level itself. What can be objected 
to Wicksell is that such a price-level is not unique, and for any 
composite commodity arbitrarily selected there is a corresponding 
rate that will equalise the purchasing power, in terms of that 
composite commodity, of the money saved and of the additional 
money borrowed for investment. Each of these monetary 
policies will give the same results in regard to saving and borrow- 
ing as a particular non-monetary economy—that is to say, an 
economy in which the selected composite commodity is used as 
the standard of deferred payments. It appears, therefore, that 
these non-monetary economies retain the essential feature of 
money, the singleness of the standard; and we are not much the 
wiser when we have been shown that a monetary policy is 
“neutral”? in the sense of being equivalent to a non-monetary 
economy which differs from it almost only by name. 

As for the other conceivable and more truly non-monetary 
economies, in which different transactions are fixed in terms of 
different standards, there are no monetary policies which can 


exactly reproduce their results. Which perhaps matters very little, 
E2 
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since the essential consequence of a divergence between the demand 
and the supply of consumption goods is common to monetary and 
non-monetary economies. In so far as the consumption goods 
saved are perishable, they must be consumed by somebody or 
go entirely to waste; and in so far as they are durable, and can 
be stored up, they are partly wasted for a time and partly con- 
sumed by others than the savers (since their spot price must 
fall to make storing worth while). With or without money, if 
investment and saving have not been planned to match, an 
increase of saving must prove to a large extent “‘ abortive.” On 
the other hand, the conception underlying the inquiry into 
neutral money appears to be this: when savings take place in 
a@ non-monetary economy a stream of finished goods, which 
might be consumed, is diverted from consumption into invest- 
ment—the problem is to find a monetary policy which does not 
interfere with the stream. But the stream is a delusion. When 
it flows safely into investment, it has never flown out of the 
savers’ hands in the shape of consumers’ goods—production must 
have been so planned ahead as not to produce the unwanted 
goods; and when the saved goods flow out of the consumers’ hands, 
they do not reach investment unimpaired. Thus, to borrow a 
distinction due to Mr. Robertson, savings may be the “ induce- 
ment ” but cannot in general be the “ source ”’ of investment. 

Dr. Hayek’s own solution of the problem as opposed to that 
of Wicksell is contained in the following passage, which should 
be read keeping in mind that by “ supply of capital’ he means 
“voluntary saving,” and that “‘ amount of the circulation ”’ is 
an abbreviation for amount multiplied by the velocity of circula- 
tion. “It is perfectly clear that, in order that the supply and 
demand for real capital should be equalised, the banks must 
not lend more or less than has been deposited with them as 
savings. And this means naturally that they must never change 
the amount of their circulation ” (p. 23). 

We are kept languishing for the clue to this “ perfectly clear ”’ 
mystery until, at the very end of the book, it flashes upon us in 
Dr. Hayek’s definition of real capital: “ ‘ Real capital’ stands 
here as the only short (but probably misleading) expression which 
I can find for that part of the total money stream which is avail- 
able for the purchase of producers’ goods ”’ (p. 108, my italics).? 


1 The doubt that the definition may apply only to a different context is 
dispelled by its occurring in a footnote attached to the following text :—‘‘ The 
‘ natural’ or equilibrium rate of interest which would exclude all demands for 
capital which exceed the supply of real capital. . . .” 
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Misleading indeed! The epithets money and real (applied to 
wages, costs, incomes, etc.) having always been used as opposites, 
Dr. Hayek coolly “ defines ” them as synonyms. And he is the 
first to be misled, for he uses this argument as a criticism of 
Wicksell, who by real capital means real capital and not money 
capital. And he is also misled into believing that he has proved 
something about “neutral’’ money, when he is far away from 
the barter economy in which real capital can be anything but a 
quantity of money. 

His statement might now be translated back into ordinary 
language as follows :—‘‘ In order that the sum of money borrowed 
for investment should be equal to the sum of money saved, 
bank loans must increase neither more nor less than the amount 
that is deposited with them as savings.” And finally, to complete 
the picture, we should add two modifications which Dr. Hayek 
has introduced in the (later) German version of his book. The 
first is an exception: the banks must not lend-more than has 
been deposited with them as savings “ or at most such amounts 
in addition which, though saved, have not been invested ”’ (p. 26). 
The second is a new definition of savings: when some firms are 
making losses, “only the excess of savings over the amount 
necessary to balance these losses, or net savings, can be regarded 
as an increase of the demand for means of production; and when 
in what follows we speak of savings we mean always and exclusively 
savings in this sense ” (p. 49). 

Thus defined and transformed this will not sound unfamiliar 
to readers of Mr. Keynes’ T'reatise on Money ; in effect, it appears 
that Dr. Hayek in running away from his problem of neutral 
money has landed himself right in the middle of Mr. Keynes’ 
theory. And here this review must stop, for space does not 
allow of an adequate criticism of the new and rather unexpected 
position taken up by Dr. Hayek. 

Piero SRAFFA 


1 Preise und Produktion, Wien, Julius Springer, 1931. 
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Economia politica contemporanea. Saggi di economia e finanza 
in onore del Prof. Camillo Supino. (Padua: Cedam. 1930. 
Two vols. Pp. 440 and 491.) 

La crisi dell’imposta personale sul reddito. By EK. D’ALBERGO. 
(Padua: Cedam. 1931. Pp. viii + 165.) 

D’imposizione delle imprese di carattere internazionale. By M. 
PuauiesE. (Padua: Cedam. 1930. Pp. viii + 140.) 

Le tasse nella scienza e nel diritto positivo italiano. By M. 
PucuirseE. (Padua: Cedam. 1930. Pp. 122.) 

L’Italia agricola odierna. By F. Vira. (Milan: Ulrico 
Hoepli. 1930. Pp. 386.) 

Le vicende del marco tedesco. By C.Brescrani-Turroni. Annali 
di Economia, Vol. VII, Nos. 1 and 2. 1931. (Milan: 
Universita Bocconi. Pp. xxiv + 596.) 

I sindacati industriali. Francesco Vito. (Milan: ‘“‘ Vita e 
Pensiero.” 1930. Pp. 331.) 

I finanziamenti iniziali @impresa. Le emissioni di azioni e di 
obbligaziont. Pietro OnipA. (Milan: Industrie Grafiche 
Italiane Stucchi. 1931. Pp. 435.) 

In onore e ricordo di GitusErPE Prato: Saggi di storia e teoria 

economica. (Regio Istituto Superiore di Scienze Economiche 

e Commerciali, Torino. 1931. Pp. 656.) 


In two bulky volumes containing together more than 900 
pages are assembled articles, which have been written by forty- 
four economists of different countries, in honour of the fiftieth 
anniversary of Professor Camillo Supino’s tenure of the Chair 
of Economics in the University of Pavia. It is a goodly company 
of distinguished names, and the papers, which appear in four 
languages (Italian, German, English and French), cover, as befits 
the versatility of Professor Supino himself, a wide range of 
subjects from economic history to controversial questions in 
modern economic theory. The majority of the contributions 
are, however, only of minor or ephemeral interest, one outstand- 
ing exception being an article of 50 pages by Professor H. Mayer 
of Vienna, entitled “‘ Die Wert- und Preisbildung der Produk- 
tionsmittel,’’ which is an exceedingly closely reasoned study of 
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the problem of imputed value in relation to factors of production. 
Attention may also be drawn to the following: ‘‘ Die Kritik des 
Bodenrentengesetzes,” by L. V. Birck; ‘I limiti del trasferi- 
mento di un tributo,” by C. Bresciani-Turroni; and “ Die 
Theorie der Steuerverteilung,”’ by KE. von Beckerath. It is 
unfortunate that the proof-reading of the non-Italian articles, 
especially of those in German, has been very faulty, a defect 
which is particularly serious in the case of Professor Mayer’s 
article referred to above, where, in addition to a number of mis- 
prints, a large part of one sentence (Vol. IT, p. 36) has evidently 
been omitted. 

The first part of PRormssor D’ALBERGO’s book is devoted to 
a criticism of the systems of taxation of income now in force 
in most countries. It is contended, firstly, that taxes on total 
“net”? income are unequal in incidence, inasmuch as it is in 
practice impossible to stop a great deal of evasion; secondly, 
that their inquisitorial character renders them ebnoxieus to the 
taxpayer; thirdly, that a personal tax on income from all sources 
is becoming increasingly inappropriate in view of the progressive 
extension of large productive corporations, which should more 
suitably be themselves the objects of taxation; fourthly, that 
the tax on total income strikes, e.g. in the case of interest pay- 
ment, that part of income which forms the necessary supply 
price of capital, instead of only striking incomes which are in 
excess of this amount; lastly, that it tends to restrict accumula- 
tion and penalise saving. The author proceeds, in the light of 
recent legislation in Belgium (Law of 1930), to discuss and 
approve of a method of income taxation which is levied only 
on income spent, to the exclusion of income saved. The Belgian 
Law abolishes the direct tax on total income and substitutes a 
progressive tax on expenditure assessed in accordance with cer- 
tain objective criteria, which come under five categories—(1) the 
letting value of dwellings, (2) the letting value of the furniture 
contained in the said dwellings, (3) domestics and other persons 
in the personal employ of the taxpayer, (4) horses used for 
pleasure or sport, (5) motor-cars, boats, steam, motor or sailing 
ships, aeroplanes. The indices of expenditure in respect of 
furniture and domestics are reduced in amount in accordance 
with the size of the family in question. The lower limit of 
exemption of incomes thus assessed is 20,000, 24,000 or 30,000 
francs, according to the size of the commune, while the tax 
ranges from 1 per cent. where the assessment is below 60,000 
francs to a maximum of 15 per cent. where it is 340,000 francs 
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or over. Further, if the total assessed income of the taxpayer 
in respect of three other “real” taxes for which he may be 
liable (the tax on income from land, the tax on income from 
professions and the tax on income from capital) exceeds 300,000 
francs and is greater than the assessment resulting from the 
indices of expenditure, the tax on income spent is based on the 
mean of the two assessments. The writer criticises this ingenious 
system for the excessive simplification of the indices and for the 
relatively high limit of exemption, but strongly approves of the 
general principle, for the extension of which (combined with an 
appropriate system of “‘ real” taxes) he pleads with much fervour. 
The last part of this volume comprises a short contribution by 
Professor Dertilis, who describes an income tax of a somewhat 
similar character, based on indices of expenditure, which has 
recently been adopted in Greece. 

PROFESSOR PUGLIESE discusses in an interesting monograph 
the problem of the taxation of undertakings which have an 
international field of action. He is therefore chiefly concerned 
with the rival methods of taxation in accordance with “ origin ”’ 
and in accordance with “‘ domicile,” and so with the attempts 
to avoid the double taxation to which the simultaneous applica- 
tion of these methods in different countries now gives rise. He 
comes to the conclusion, largely on juridical grounds, that the 
principle of ‘“ origin ” is to be preferred to that of domicile, one 
practical result, however, of which would be, as has often been 
pointed out before, to cause almost the whole burden of relieving 
double taxation to fall on the main creditor countries. His own 
practical contribution towards a solution of the problem is 
attractive in principle but exceedingly difficult in application. 
He proposes that by an international convention to be convened 
by the League of Nations the different States should agree to 
draw up a list of undertakings of:an international character 
each of which should be subjected as a unit to a tax levied on 
the whole undertaking. The tax thus levied would be distributed 
in accordance with somewhat complicated criteria worked out 
by the author, among all the countries in which the undertaking, 
in one form or another, is doing business. There would be a 
right of appeal to an international fiscal court, and the sums 
would be paid into a central fiscal office, which it is suggested 
might be linked up with the Bank for International Settlements, 
each Government being credited with the amount due to it. 
Any such proposal, and in general the whole attitude of the 
writer towards the question at issue, seems to leave out of 
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account the very wide divergences that exist between the fiscal 
practice of different countries as to the appropriate level of 
direct taxation of industrial profits. It seems impossible to 
conceive of any uniform rate of taxation of a company, which 
had branches both in England and in France, which would be 
acceptable at once to the British and to the French Governments. 
Nevertheless, the book is a useful contribution to a very thorny 
problem and one that is of growing importance at the present 
day. 

In his second book PRoFEessor PuGLIESE takes up the often 
disputed question of the exact nature of the fees levied by the 
State in respect of services rendered by it. He disputes the view 
that a fee is inherently a price which, like any other price, should 
be brought into equivalence with the utility to the recipient of 
the service, and declares that ‘“‘ A fee is a tribute, a compulsory 
levy paid to the State by the person who benefits in a special 
manner from the juridico-administrative services the perform- 
ance of which is inherent in the sovereignty of the State.” 

PROFESSOR VIRGILII has written a long and detailed account 
of the development of agriculture in Italy since 1860, with special 
reference to the period since the War. He describes with the 
easy mastery of one who is completely familiar with the facts 
the fluctuating fortunes of the “ battle of grain”; the “ bonifica 
integrale ’—the ambitious Fascist project for reconstructing 
rural life in Italy; the reform of the métayer system of Tuscany ; 
and then considers in detail the principal agricultural products 
of Italy—wheat, wine, silk, hemp and tobacco. Professor 
Virgilii combines a very extensive knowledge of the practice of 
agriculture in different parts of Italy with the breadth of outlook 
of the trained thinker. He has written a book which will be 
indispensable for anyone who wishes to understand the recent 
agricultural progress of Italy and the agrarian policy of the 
Fascist Government. 

The Annali di Economia for the year 1931 consists of a single 
volume of 600 pages in which Professor Bresciani-Turroni, who 
has held the Chair of Economics at the University of Cairo, has 
collected, with additions and emendations, a number of lengthy 
articles he has published in recent years on the history of the 
German mark from 1918 to 1924. 

The writer was for a time on the staff of the Reparation Com- 
mission in Berlin; he was later head of the control over German 
exports which was set up in 1921 by the Committee of Guarantees, 
and subsequently economic adviser to the Agent-General of 
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Reparations. He has thus had unrivalled opportunities, for a 
non-German, for observation at first hand of the whole dramatic 
career of the mark from the end of the War down to the completion 
of the first year of stabilisation, and it is probable that he is 
better qualified to write on this subject than anyone else living, 
at least outside Germany. As told in his singularly lucid and clear 
style, the story is an enthralling if at times a tragic one. 

There are hardly any phases of importance in the course of the 
mark which the writer does not discuss and illuminate. In 
particular he devotes chapters to the influence of the depreciation 
and stabilisation of the mark on the balance of trade, the state of 
the public finances, the volume of production, the foreign trade of 
Germany, the stock markets, the distribution of wealth and social 
consequences in general. Throughout these chapters and in a 
discussion of the relation between the internal and external 
purchasing power of the mark he throws into strong relief the 
contrast between the economic phenomena which characterised 
the earlier period of more gradual depreciation down to the latter 
part of 1922, and the consequences of the headlong collapse of 
1923. One of the most interesting chapters is that in which he 
accounts for the apparent paradox of the successful stabilisation 
of the gold value of the mark between November 1923 and July 
1924, during which period the circulation of paper marks increased 
by more than ten times; a new currency—the Rentenmark— 
was issued in addition to the paper marks and to a value of 
nearly £100,000,000 measured in sterling; and the balance of 
trade was becoming with each month increasingly adverse. 

In allocating responsibility for the collapse of the mark, 
Professor Bresciani-Turroni regards the enforced payment of 
reparations as a factor of only minor importance; the major 
responsibility in his opinion falls on the financial policy of the 
Reich, the credit policy of the Reichsbank, and the influence and 
activities of the industrial and commercial classes which for long 
benefited from the process of depreciation. 

The volume is richly supplied with statistical tables and charts 
which add greatly to its value. 

PROFESSOR ViTo’s book is not so much a realistic study of the 
concentration movement in modern industry as an attempt at a 
classification of the different types of combines with some discussion 
of their individual characteristics. A large proportion of the 
total space is thus devoted to questions of terminology. The 
writer distinguishes between industrial ‘‘ groups ’—7.e. combines 
of firms, whose chief aim is to secure better organisation and to 
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lower costs of production—and cartels, whose main purpose is to 
restrict and control competition, but he admits, and his own treat- 
ment shows, how difficult it is in practice to maintain a rigid 
distinction between the two types of syndicates. He purports 
to put forward a theory of industrial combines, but the result is 
not a theoretical work in the sense that it contributes to the study 
of questions of fundamental theoretical or even practical import- 
ance. The treatment of the influence of cartels upon prices, for 
example, is notably inadequate and does not go beyond a few 
simple (and incidentally disputable) generalisations, but it is 
perhaps unfair to criticise Professor Vito for neglecting problems 
which are outside the scope of what is mainly a study (useful in 
its own field) in definition. 

PROFESSOR ONIDA has accomplished what must have been a 
laborious and is certainly a useful piece of work. He has made 
comparative study of the methods by which companies are financed 
chiefly in their initial stages, in Italy, France, Belgium, Germany, 
England and the United States. He describes the astonishing 
variety of shares with their different rights and privileges which 
are issued in these countries, and shows the various devices used 
for obtaining control over companies. In Chapter V, which is in 
many ways the most interesting, he gives a comparative account 
of the different parts played by the banks, the stock exchanges, 
and company promoters in the above-mentioned countries in the 
issue and placing of new shares. In Chapter VII in which he 
treats of the valuation of capital, he deals somewhat drastically 
with the conception of good-will, to which he denies any logical 
raison d’étre or mode of computation independently of the valu- 
ation of the undertaking as a going concern. He holds that for 
most purposes the only legitimate method of valuation is based 
on the capitalisation of earning capacity and it is impossible to 
separate off good-will quantitatively from the other factors which 
determine earning capacity. For the English reader the chief 
value of the book lies in the light that it throws on company 
finance in Continental countries, but though it is evidently 
written with a wide knowledge of the facts, the treatment is rather 
abstract and theoretical, and it would have gained much from a 
more generous use of practical illustrations. As it stands, it is a 
somewhat arid academic treatise on a subject of great practical 
interest and importance. 

The essays published in the memorial volume in honour of the 
late Professor Prato of the University of Turin are divided into 
three groups—studies in economic history ; studies in economic 
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theory and the history of economic doctrine; and studies in 
economic policy and sociology. 

It is not possible here to do more than mention a few of the 
essays which seemed to the reviewer to be of special interest. 
In the historical group there is a short note by Prorsssor H. 
Hauser, De quelques points dela bibliographie et dela chronologie de 
Jean Bodin, which throws light on a French writer of the sixteenth 
century who was one of the earliest contemporary writers to 
recognise the causal connection between the rise of prices in 
Europe and the flow of precious metals introduced by Spain. 
Dr. C. BARBAGALLO in a long contribution, La questione sociale 
nella prima meta del secolo XIX, discusses the social and economic 
consequences of the industrial changes in the first half of the 
nineteenth century with reference to other European countries 
as well as to England. In the second group Dr. Cuxssa, Vecchio 
€ nuovo corporativismo economico, brings out the differences be- 
tween the corporative State of Fascist Italy and the medieval 
guild system, the projected form of Planwirtschaft conceived by 
Rathenau, and the proposals of the English Guild Socialists. Ina 
vigorous and incisive article, Bemerkungen tber die Problematik 
der amerikanischen Institutionalisten, Dr. O. MORGENSTERN of the 
University of Vienna criticises the pretensions of the American 
Institutionalists to have formulated a new and distinctive type of 
economics, purged of the errors of the deductive school. In the 
third group of essays PRrorEssor R. WESTERFIELD, in The Current 
American Controversy concerning Central Bank Policy, makes an 
interesting contribution to the history of the Federal Reserve 
policy during the years leading up to the New York Stock Exchange 
boom. Finally, Prorrssor A. Nicrroro, Misura e valore della 
civilia, brings a witty and sceptical mind to bear on the problems 
confronting any attempt to compare or estimate the value of the 
civilisations of different countries at the same time or of the same 
country at different times. 

C. W. GUILLEBAUD 
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Essai sur la nature du commerce en général. By RicHarp Can- 
TILLON. Edited, with an English translation and other 
material, by Henry Hiees. (London: Macmillan & Co., 
Ltd., for the Royal Economic Society. 1931. Pp. viii + 
394.) 


WHEN a book of great importance has once fallen into 
undeserved oblivion for a long period, it seems to be very difficult 
to revive lasting interest in it, even though its rediscovery may, 
at first, have been greeted with considerable enthusiasm. If, in 
the case of Cantillon, the recognition of the importance of Jevons’ 
discovery was not so general and lasting as might have been 
expected, this was probably due to the fact that Jevons, in the 
brilliant article (now reprinted) in which he proclaimed his 
discovery and called the Essai ‘“ the cradle of Political Economy,” 
coupled the question of the importance of Cantillon with the 
problem of the “nationality of Political Economy.” This 
immediately aroused the antagonism of all the admirers of the 
Physiocrats, both inside and outside France; and since the 
Physiocrats, with their strong philosophical leanings, appeal 
more than does Cantillon to those who are not specialists in 
Economic Theory (and historians of economics usually are not), 
Cantillon has never achieved their popularity. Even in England 
he is certainly not as well known as he deserves to be—at least, 
not outside the sphere of influence of a few ardent admirers, of 
whom the Editor of the present edition is one. 

The need for a new edition of the Essai has long been felt, for 
the three contemporary editions are now very rare, and even the 
reprint published by Harvard University ten years after Jevons’ 
discovery has long been out of print and difficult to obtain. We 
have every reason to be grateful to the Editor and to the Royal 
Economic Society for the excellence of the present edition. It 
would, indeed, have been impossible to find anyore better qualified 
for the task of editing the Hssai than Mr. Henry Higgs; for it was 
he who followed up certain clues about Cantillon which Jevons 
had been prevented from investigating owing to his death— 
which occurred only a year after his article was published. 
Practically all additions to the store of information discovered by 
Jevons are due to Mr. Higgs’ painstaking and scholarly research. 
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The complete mystery which enshrouded the person of Can- 
tillon and the manuscript of the Hssai, and which could not be 
penetrated even at the time when the Essai was published 
twenty-one years after his death, has at last been sufficiently 
dissipated to reveal one of the most fascinating stories in the 
literature of Economics. However, while sympathising with 
Mr. Higgs’ point of view, I feel that he might have made the 
biographical part even more interesting if, instead of religiously 
preserving Jevons’ article and supplementing it by a statement 
of what he himself has since discovered, he had given us a con- 
nected account of all that is known about Cantillon. 

It is characteristic of the curious history of the Hssai that 
neither of the two versions—the French and the English—which 
are printed in this volume, can truly be called the original. The 
French text, which is often regarded as the original, is probably a 
translation, made by the author himself, of the lost English 
original. But, while part of the English text is a retranslation 
by Mr. Higgs of the French edition published in 1755, Mr. Higgs 
has been able to incorporate a very considerable part of what is, 
probably, the true original. For the preservation of these parts 
we are indebted to the industrious M. Postlethwayt, who seems 
to have been in possession of the original for several years prior 
to the publication of the French edition, and who printed long 
extracts from it in his Universal Dictionary of Trade and Com- 
merce (1751-55). It is, in some measure, to be regretted that Mr. 
Higgs did not indicate in somewhat greater detail which passages 
are taken from this contemporary text (and which may, therefore, 
be regarded as the original) and which parts constitute the new 
translation. It even appears that, in some places, Mr. Higgs has 
adapted the Postlethwayt text by eliminating what are probably 
editorial changes, so as to make it correspond more closely to the 
French text. While, on the one hand, the effect of this revision 
has been to produce an English version which is as close to the 
original as it is possible to make it, and the continuity of which is 
not interrupted by numerous footnotes, yet it still remains 
necessary, for purposes of serious research, to use the two original 
bulky volumes of Postlethwayt, 

However, this slight blemish is insignificant compared with 
the great importance of at last having available for the general 
student of Economics a really good and convenient edition of this 
gem of economic literature. It is to be hoped tha% Cantillon will 
now assume the position in the history of Economics which he 
rightly deserves. But, unlike so many of the early writers on 
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‘this subject, Cantillon’s claim on our attention is not primarily 


due to his position in the history of Economics. In fact, the 
Essai is one of the six or eight works on our science, written in 
the period prior to modern developments (i.e. before about 1870), 
with which every economist should be familiar. Its truly 
scientific method of approach and the detached spirit of its analysis 
can still teach a great deal even to the modern student. If the 
only fact which emerged from a study of this Essai was that a 
keen scientific mind, two hundred years ago, was led, by the 
study of the economic life of his time, to use essentially the same 
concepts and, in many cases, to draw the same conclusions as 
we do, then we should have an effective demonstration of the 
fact that the truth of the fundamental ideas of Economic Science 
is not dependent upon the circumstances of the particular 
historical situation with which we are familiar; such a demon- 
stration would be not a little valuable. 

The attraction of this book for the theorist rests, however, 
almost entirely on its inherent merits and not on the réle which 
it played in the history of Economics. Adam Smith and Condil- 
lac, indeed, are known to have been influenced by Cantillon, but 
after the year of the publication of their great works, his name is 
scarcely mentioned for a century. To what extent later writers 
have been influenced by him—directly or indirectly—and what 
the effect on the history of our science would have been had he 
been better known, are matters for interesting, but idle, specula- 
tion. Malthus is the only later author of the Classical period who 
is likely to have been influenced by Cantillon. Roscher seems to 
have been the first to rediscover his importance. Practically all 
the occasional references which occur before the publication of 
Jevons’ article can probably be traced to Roscher’s influence. 
Since that time he has been frequently quoted, but has probably 
not been so widely read as those references might lead one to 
suppose. If the present edition induces more economists to 
do so, then I have no doubt that they will feel that it has been well 
worth their while. 

I must not fail to mention that this volume is not only well 
produced as regards typography and binding, but also that it is 
adorned with portraits of Cantillon’s wife and daughter. Since 
we do not know what Cantillon himself was like, and since the 
daughter looks so much more intelligent than her mother, these 
pictures form a rather unusual but interesting substitute for the 
portrait of the author himself. F. A. Hayek 
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Tariffs: the Case Examined. By Str WILLIAM BEVERIDGE and 
others. (Longmans. 1931. Pp. 300. 7s. 6d.) 


Ir is difficult for anyone who finds this book convincing to 
review it adequately. For the authors arrive so triumphantly 
along so many roads at the same conclusion that the reader is 
left feeling that there can be no more to be said. 

The book is written for the layman, and, apart from one 
difficult chapter on Tariffs as Instruments of International 
Equilibrium, the intelligent layman will have no excuse for not 
understanding it. The first ten chapters, written by Sir William 
Beveridge, present the general case for free trade, explaining how 
exports pay for imports, distinguishing between protective and 
non-protective duties, and dealing with the effects of a tariff on 
unemployment, on the standard of living, on the economies of 
mass production, and (as a bargaining instrument) on the tariffs 
of other people. They are distinguished by the author’s habitual 
humanity of style. Thus we learn that if a protective tariff is to 
establish in this country the production of even the £200 million 
worth of genuinely manufactured articles now imported, this 
means not only “ the turning of wood pulp into newsprint, but 
growing the trees and pulping them; not only dressing furs 
broughtin, but finding the fur-bearing animals to shoot in Britain.”’ 
Again, in discussing the question whether the pure milk of free 
trade doctrine is good for a single exception in a protectionist 
world, the author invites us to consider a tariff as merely one 
obstacle to international trade comparable with such other 
obstacles as lack of natural harbours. We are reminded that if 
one country has good harbours and others have not, that country 
will indeed not be so well off as if all enjoyed this advantage ; 
but it will still be better off than if it ‘‘ sank rocks all round its 
coasts.” 

The later chapters deal with the more specialised aspects of 
the controversy, or those which loom particularly large in con- 
temporary politics. An anti-dumping tariff is disposed of on the 
grounds that (1) the answer to the question, When is dumping 
not dumping? is, nearly always: (2) where genuine dumping 
does occur a tariff is the worst possible method of dealing with 
it : and (3), contrary to popular belief, it is no easier to dump into 
an unprotected than into a protected market. Next, the chair- 
man and Mr. Hicks clear imperial preference schemes out of the 
way, chiefly on the ground that they would turn all trade topsy- 
turvy, and that anyhow none of the Dominions really wants 




















H 


Ss 


a ae” a «Se 








1932] BEVERIDGE : TARIFFS, THE CASE EXAMINED 65 


them. Then Professor Robbins makes short work of agricultural 
protection, finding that food taxation is a gross distributive 
injustice, that in any case no amount of protection will bring us 
more than an inch or two nearer the goal of self-sufficiency in 
food production and that the social amenities of agriculture 
consist largely of the sentimentalising of townsfolk about the 
country-side on which they do not live. The possibilities of a 
revenue tariff are treated by Professor Robbins and Mr. Schwartz 
and found to be distributively bad and financially disappointing. 
Professor Plant and Mr. Benham examine the actual procedure 
by which tariffs are in fact made, and conclude that no tariff 
will long be scientific in anything but theory. Finally, Mr. Hicks 
shows (perhaps a little too conclusively) that import boards are 
no better than tariffs, being but a cumbrous and complicated 
way of doing a simple job badly. 

The only comment to be made is that such overwhelming 
certainty may appear too good to be true. Since a number of 
informed and intelligent people believe that some kind of a 
tariff would be useful to this country to-day, must there not be 
more sense in the opposition arguments than the authors of this 
book will allow? At one or two points (but these need to be 
sought with a microscope) even those who accept the conclusions 
reached may suggest that the argument is not wholly convincing. 

Thus, on p. 59 the effects of protection on employment and 
the kernel of the free trade theory are stated in a parable of the 
miner and the tailor. The miner is supposed to be selling coal 
for export and the tailor to be unemployed because of the com- 
petition of imported clothing. A tariff is imposed on these 
imports and, according to the free trade doctrine, the tailor gets 
a market and the miner loses one. Everything turns on which 
is the more likely to find a market for himself—the tailor or the 
miner? Sir William Beveridge argues that there is little evidence 
either way, and that the case for the tariff, which puts the burden 
on the miner, is at least not made out. But is this the whole 
story? The miner may be, and very likely is, already losing 
his market because of economic forces which are, and will inevit- 
ably continue, too strong for him. He no longer enjoys the 
comparative advantage which made his an export industry. 
Might not, then, a wise tariff, by encouraging the diversion of 
labour and capital from mining to tailoring, assist and expedite 
a change which is economically desirable, but in practice delayed 
by the usual friction ? 

Again, the whole case rests, of course, on the assumption that 
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exports pay for imports. This fundamental proposition (which, 
incidentally, the layman finds it extraordinarily difficult to grasp 
in concrete terms) may easily be stated so as to prove too much. 
In Chapter II (especially on p. 24) and again in Chapter VII the 
reader has only to take one step further in the argument which 
this proposition sustains in order to arrive at the startling con- 
clusion that imports cause exports, and that if we would only all 
spend as much as we possibly can on the purchase of foreign 
goods, all our troubles would disappear. 

Finally, it may be questioned whether the authors’ preference 
for anything rather than a tariff is not exaggerated. In the few 
cases where they are prepared to consider interference with the 
free course of international trade (e.g. genuine dumping or the 
protection of industries of exceptional military or social import- 
ance) they favour absolute prohibition rather than taxation of 
imports; and if there is to be a tariff at all, they would have 
the smallest possible number of duties rather than even a very 
low general tariff. These views, however, are not fully argued— 
an omission of little importance in itself, but most lamentable if 
it should (as it might) lead the reader to believe that the authors 
of this most admirable volume are guided by implacable hostility 
to the very name of tariff, as well as by the logic which shines so 


lucidly from their pages. 
BaRBAaRA WOOTTON 


The Structure of Competitive Industry. By E. A. G. Rosryson. 
(Nisbet and Cambridge University Press. Pp. 179. 5s.) 


In his introduction to this new Cambridge Economic Hand- 
book, Mr. Keynes tells us that “ this series is not directed towards 
making original contributions to economic science .. . and is 
intended to convey to the ordinary reader and to the uninitiated 
student some conception of the general principles of thought 
which economists now apply to economic problems.” Happily, 
this is not quite true of Mr. E. A. G. Robinson’s work. It is a 
most original contribution, and a somewhat flattering picture of 
the thought now applied to the subject of industrial structure 
would be given to readers and students if this book were supposed 
to beconveyingit. Yet individual as it is, Mr. Robinson’s thought 
is expressed in so lively a style and with so obvious a fund of 
industrial experience to back it, that the uninitiated may join 
with the sophisticated initiate in appreciating a choice new dish 
added to the Cambridge menu. 

As a piéce de résistance this work has the great advantage of 




















1932] ROBINSON : STRUCTURE OF COMPETITIVE INDUSTRY 67 


being built up along one main idea, which permits the subsidiary 
arguments to be easily related to the whole scheme. The idea 
is that of various optimum sizes of firm—+.e. sizes of minimum 
cost per unit of output—determined by the various considerations 
of technique (Chapter II), management (Chapter III), finance 
(Chapter IV), marketing and risk of fluctuations (Chapters V 
and VI). These various theoretical optima have then (Chapter 
VII) to be reconciled in the size or constitution of a real firm 
after allowing (Chapter VIII) for difficulties and anomalies of 
growth. This method of tackling industrial structure may well 
become the classical convention, and Mr. Robinson should then 
gain equal glory with whoever first divided economics into books 
on Value and Distribution respectively. But if this is Mr. 
Robinson’s destiny, it is important to subject his analysis to 
searching criticism before it becomes canonised. In particular, 
care should be taken that the terms used are definite and un- 
ambiguous and that they will not be misintérpreted by the 
many followers the analysis deserves. 

Unfortunately, Mr. Robinson is not strong on definitions. 
He is naturally keen to cut the cackle and get to the ’osses, but 
a little more preliminary cackle might perhaps have kept the 
’osses more securely out of certain bogs. Some of the words 
most fundamental to the analysis let the traveller down rather 
badly. The time-worn confusion between firm and plant is not 
always avoided, especially in the two final chapters on location, 
where it is the location of plants, not firms, that is presumably 
under discussion. Nor is it true (p. 14) that “concerning the 
size of firms in different industries much fuller information is 
available for the United States ’’; the American census of manu- 
facturers deals with size of establishments, that is, plants, not 
firms. This confusion leads to a fallacious comparison (p. 155) 
of the small size of American grain-milling plants (not firms) 
‘employing in 1919 an average of under five men,” with the 
large size of British firms. 

But the definition most conspicuous—and confusing—by its 
absence is that of the constantly used phrase “large-scale.” 
Theoretical economists usually mean by this phrase that the 
quantities in which any one commodity or line of commodities 
is produced and exchanged, the scale of operations, is large. 
Descriptive economists, on the other hand, mean that the firms 
or plant involved, the scale of organisations, is large. Had Mr. 
Robinson’s method been more statistical he would have been 


compelled to adopt definitely one or other of these meanings. 
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He could not have measured the sizes of units without deciding 
first whether the units were to be organisations or operations. 
But though his thesis implicitly favours organisations, the 
importance of the scale of operations haunts his progress like a 
will-o’-the-wisp, and definitely bogs him in the chapter on the 
optimum marketing unit. He stresses (p. 65) the economies 
“the large firm ”’ can obtain because it can “ buy large amounts 
of raw material as a single order ”’ and “ can afford expert buyers, 
backed up by all the resources of scientific knowledge and equip- 
ment.” But surely it is the firm (possibly quite small) specialising 
entirely in one line, and buying the materials for this line in 
large quantities, that can employ the expert in that line and that 
can buy in bulk, not (the possibly large) firm with a multitude of 
lines of operation. In fact, Mr. Robinson’s important conclusion 
that the limit to the size of firms lies in the increasing cost of the 
management, seems to imply that with growth more and more 
lines are taken on. If, on the other hand, growth occurs merely 
by expanding the original lines or even by standardising and 
reducing the number of lines, until mass production is attained, 
then management may become less difficult per unit of output 
as the output increases. But deprived of preliminary cackle 
one is even left in doubt whether it is output or something else 
that is the measure of large-scaledness, though presumably to 
compare and reconcile various optimum sizes there must be 
some common measure. In the chapter on marketing we are, 
for once, specifically told that selling on a large scale means 
selling, as does the village baker, to numerous customers. But 
that is surely the very opposite of selling in bulk, and makes 
utter nonsense of what was said of the economies of large-scale 
buying. Or are we really to define the measure of largeness for 
buying and for selling differently ? 

When the analysis is carried over from the firm to the industry, 
as it is in Chapter IX under the title of the Optimum Industry, 
the importance of scale of operation as against scale of organisa- 
tion becomes obvious, since competitive industry has no organisa- 
tion. Nor, as Mr. Robinson recognises, has an industry much 
continuity, it is (p. 13) merely a “classification of firms which 
may for the moment be convenient.” As the amount of pro- 
duction increases, the constituent firms of an industry may gain 
economies of large-scale operation by concentrating on different 
types of work, and thus may break up into several specialising 
industries. But this implication of his own notion of an industry 
seems to have been missed by Mr. Robinson when he concludes, 
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after a passage of almost scholastic dialectic (p. 138), that ‘‘ as 
an industry grows, the gains from further growth gradually 
disappear.” The dialectic assumed a given set of firms grouped 
into permanently constituted industries referred to (several 
times) as the main or the subsidiary industries. In reality there 
is no scope for the definite article. Firms, at least in the long 
period, do not stay put, but by altering their work are con- 
tinually falling into a new kaleidoscope of industries. When Mr. 
Robinson concludes that ‘“ external economies apply to a very 
small proportion of the total costs of an industry,” one suspects 
he is thinking of the external economies possible in the short- 
period as against the long-period internal economies—reorganisa- 
tion seems to be allowed, for the purposes of his argument, 
internally but not externally. Take the case of raw material he 
himself cites as so important. The cost of the raw material of a 
finishing industry might be enormously decreased by external 
reorganisation of the previous stages of production consequent 
upon an enlargement of the whole scale of production. Lateral 
disintegration may be introduced, so that a larger scale of opera- 
tions and increasing returns become possible for each sort of 
ingredient. (Why, by the way, does Mr. Robinson avoid the 
lateral dimension so happily explored by Mr. Robertson in an 
earlier volume of the same series?) Or vertical disintegration 
may be introduced so that a larger scale of operations and 
increasing returns become possible for each of the earlier stages 
of production. 

Mr. Robinson deserves the gratitude of all who wish to bring 
description closer to theoretical economics. He should have 
abolished for ever that untidy washing-list of “ advantages of 
large-scale business’ that it is the delight of every examinee 
to reproduce still more untidily. Students will now have to 
think whether the advantage is technical, managerial, financial 
or perhaps, after an optimum point, merely fanciful. If Mr. 
Robinson has not been so successful in breathing life into the 
increasing return conceptions of the theorist as he has in disci- 
plining the thoughtless exuberance of the descriptionists, we can 
only hope that he will return to the charge with the same 
economic plus technical and psychological apparatus of thought, 
and the same flair for the happy illustration here displayed. 
Finally, author and printer may be congratulated on the absence 
of all but a few minor errors. It is not true to say (as on p. 15) 
that in 1911, 51 Lancashire firms were of exactly 100,000 spindles ; 
if original sources are consulted it will be found that that number 
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were of sizes between 90,000 and 100,000 spindles. And surely 
the multiplicity of small firms is evidence not “ of a wealth of 
managing ability” (p. 51), but simply of a wealth of managing 
ambition. 
P. SARGANT FLORENCE 
The University, 
Park Road, Birmingham. 


Trade Depression and the Way Out. By R. G. Hawrrey. 
(London : Longmans, Green & Co. 1931. Pp. viii + 84. 
2s. 6d. net.) 


Mr. HawTrey, like other prudent writers in these days, has 
put a date at the end of his Preface, so that we know that his 
work left his hands on August 26, 1931, nearly a month before 
the Bank of England made history repeat itself by following the 
ignominious precedent of 1797. So, always ready to do as I 
have been done by, I will not complicate criticism by taking into 
account what has happened since last August. 

The Way Out, which is far more interesting to most of us 
than How We Got In, was to be found, according to Mr. Hawtrey, 
in the often-recommended but never really tried-out plan of 
lavish buying of securities by central banks in general or even 
by one or two of the most powerful acting alone. 

“Purchases of securities by the central bank in the market 
have the effect of creating new money, and that new money, 
so far as not required elsewhere, appears as an addition to the 
reserves of the other banks. By this process their reserves can 
be expanded to any desired extent. They can be flooded with 
idle money. And here is the motive for additional lending ” 
(p. 74).4 

The ‘new money ” which is said to be “ created ” seems to 
be nothing but the amounts due from the central bank to the 
sellers of the securities. These sellers must be taken to have 
received cheques from the central bank and to have paid them 
in to their accounts with the commercial banks, which in turn 
have taken them to the central bank and been credited with 
their amount. There is no difficulty so far. If the holders of 
the securities are willing to sell at a price which the central bank 

1 Mr. Hawtrey does not say how much extra lending would be financed by 
the purchase of a given amount of securities. An American adherent of the buy- 
securities policy, whose type-script has been circulated, says a purchase of, say, 


500 million dollars’ worth “‘ would make available ten times that amount,”’ no 
doubt confusing nine-tenths of the deposits with ten times their amount. 
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is willing to pay, and deposit the price paid in the commercial 
banks, which then leave that price with the central bank, the 
central bank can buy securities ad libitum, since all that it gives 
for the securities immediately comes back to it. Banks, Mr. 
Hawtrey tells us, defying the proverb ex nihilo nihil fit, can 
“create money out of nothing” (p. 4), but a purchaser requires no 
such mystic power in order to be able to buy unlimited amounts 
of anything so long as the seller is content to allow the purchase- 
money to remain in the hands of the buyer without even asking 
him to pay the market rate of interest. 

To the mind of anyone accustomed to think of himself as 
exercising free-will in his relations with his banker, the next move 
after the central bank has credited its customers with the purchase- 
money of the securities will appear to lie with the sellers of the 
securities. So far, they have parted with their property and the 
prospective income from it, and own nothing in place of it except 
the right to draw on their banks (and through them on the 
central bank) for the purchase money. It is certain that they 
will not long be content to refrain from touching the additions 
which have been made to their normal balances. They will 
want to apply them to some income-yielding purpose, and what 
exactly will happen will depend on them and not on their banks 
and some imaginary borrowers. 

They might, of course, considered as a whole, decide to buy 
back the securities sold, and if the central bank was willing to 
re-sell, the film, so to speak, would be worked backwards, the 
“new money created out of nothing’ would be de-created and 
turned into nothing again, and all things would revert to their 
former condition except for the expenses and profits or losses of 
the two parties concerned. But if they decide in favour of new 
enterprises, either of their own volition or because the central 
bank absolutely refuses to re-sell the securities, they will still 
draw out the abnormal portion of their balances, and their banks 
in turn will draw out the abnormal portion of their own balances 
from the central bank. In other words, the central bank will be 
asked at length to pay for the securities bought in something 
more substantial than a mere entry in its books of the amount 
due. And the only means it has of paying something more 
substantial is either to part with gold from its reserves or to 
increase its note issue. As it has long been usual to hold securities 
“ against ” such part of the note issues as is not covered by gold, 
this means that the buy-securities policy has little claim to novelty. 
Mr. Hawtrey himself would admit that it seems to be essen- 
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tial for the success of the buy-securities policy that the central 
bank must be willing to increase currency and pay out gold. 
He contemplates boldly the possibility that if his policy had been 
adopted, the Bank of England’s holding of gold might have been 
reduced to fifty millions (p. 80). This suggests the question, Is 
it any use to urge the adoption of a policy of lavish buying of 
securities without first, or at any rate simultaneously, demanding 
a change in the laws, regulations and popular beliefs which make 
it impossible for the central banks to carry such a policy to a 
successful conclusion? After all, bankers must be bankers, and 
their first duty is, as the Bank of England Directors used to say, 
“to care for the safety of their establishment.” So long as 
legislatures insist on prescribing minimum reserves, and the public, 
domestic or foreign, insists on becoming panic-stricken when these 
minima, no matter whether they are professedly “ elastic ’’ or not, 
are approached, banks will try to keep well above those minima, 
and they will be right to do so. 

In the present state of law and public opinion in the world at 
large it is simply impossible for bankers to work the gold standard 
in the way Mr. Hawtrey would quite rightly like to see it worked. 
They should not be shot at when they are doing their best. What 
ought to be attacked is the mischievous legislation which is always 
attempting to stereotype obsolete practice. Mr. Hawtrey may 
believe that the bankers would not act rightly even if they were 
allowed, because they do not think rightly at present. But thought 
as well as action is conditioned by environment, and it is worth 
while to ponder a Jittle over the fact that there was no complaint 
of banks “‘ following a restrictive policy ” before the legislatures 
tied them up and took from them the profits of note issues. The 
complaint then was that they were too venturesome. 

Epwin CANNAN 


The Gold Standard in Theory and Practice. By R. G. Hawtrey. 
Second Edition; with a further Chapter. (Longmans. 
Pp. 168. 3s. 6d.) 


Mr. HawtTrey’s book was reviewed in our issue for June 
1927. ‘To this new edition there is added a chapter on the events 
which have followed the return to gold, with particular emphasis 
on the use of discount rates in England and America, and the 
banking position of France. As regards the future, Mr. Hawtrey 
retains his objections to the policy of a stabilised paper pound, 
preferring a return to the gold standard after a reasonable degree 
of stability is in sight, and only on condition of a measure of 
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al international co-operation. In his view, England and the United 
1. States are strong enough to carry a policy of stabilisation of gold 
n prices even without the participation of any other country. 

n D. H. Macerecor 

8 

f 

“ The Gold Standard and its Future. By T. E. Gregory. (Methuen 
: &Co. Pp.115. 3s. 6d.) 

z IN the first chapter of his book, Professor Gregory makes the 
l approach to the working of the gold standard through the con- 


ception of an “integrated price and income structure,” so main- 
3 tained that the balance of payments does not require considerable 
gold movements. But to maintain this, the operation of the 
standard must function according to rules; with consequent 
adjustments in relation to employment, tariffs, and international 
movements of funds. The failure to maintain these adjustments 
was not, in his view, due to a general gold shortage, or entirely to a 
maldistribution of gold; the latter may have been an effect rather 
than a cause of the uncertainty of the international conditions. 
Allowance has also to bemade in the post-war period for exceptional 
political influences, the rigidity of the economic structure caused 
by attempts of groups to stabilise prices and wages, and tariff 
policies. He does not think that Central Banks have failed in 
co-operation, or that conformity to public opinion in this respect 
is the best test of the working of Central Banks. 

In a further examination of the causes of the breakdown, it is 
pointed out how the policy of 1925 has been affected by new 
competitive conditions, the under-valuation of other currencies 
when stabilised, the world stagnation in demand, the imperfect 
transferability of labour, and even the effects of technical improve- 
ments on unemployment. The accretion in London of foreign 
balances through pre-stabilisation flights from other currencies 
created gold liabilities when the standard was restored. The 
position was vulnerable in so far as the rigidity of our structure 
compelled us to seek to retain these balances, though the balances 
were also a source of danger. On the top of this, political events 
created suspicion abroad of the position in England. The gold 
standard, in other words, did not break down on its demerits, or 
even entirely on the demerits of its British management. 

But it has broken down, and the de facto position leaves us free 
to discuss future policies. The improbability that France and 
the United States will go off gold is a major fact in that discussion. 
Prestige has to be considered; our bargaining position is less 
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than we imagine. Are these countries, if themselves on gold, 
likely to be free lenders to countries not on gold? Will the London 
market, with financial instincts what they are, not be prejudiced 
as a centre for international services? Are the interests of all parts 
of the Empire sufficiently identical for the working of a currency 
based on and managed in London? There is a full discussion of 
these questions, with the alternative in reserve that a gold standard 
need not now mean the gold standard of heretofore. 

There are two important conclusions. First, that the pound is 
now undervalued, since the United States will probably be unable 
to prevent a rise in gold prices; this is a reason for not acting too 
quickly in seeking a new parity. Second, the new parity should 
not be one which requires too continuous co-operation in main- 
taining it; it should work as far as possible within its own frame- 
work. 

This closely reasoned book is fully documented with a Statis- 
tical Appendix. It is needless to say that it stands out as an 
expert contribution to this controversy. D. H. Macerecor 


International Gold Movements. 2nd edition, enlarged. By Pau 
Ernzia. (Macmillan. 1931. Pp. xiv + 168. 7s. 6d.) 
The International Gold Problem. Collected Papers. (Oxford 

University Press. 1931. Pp. 240. 12s. 6d.) 


Botu these books on the gold question were written before 
September 1931, and for this reason neither of them deals with the 
possibility of England being off the gold standard or on the gold 
standard at any but the old parity. Though this limits their use- 
fulness as suggesting possible monetary policies, yet each in its 
way is a very able treatment of the working of the post-war gold 
standard. 

The first edition of Dr. Einzig’s book has already been reviewed 
in this JoURNAL, but there is much new matter in the second 
edition, the most important portions of which have already 
appeared as articles in the Journat. Dr. Kinzig is excellent 
when he is explaining technical developments in the operation of 
the gold standard—e.g. the influence which Central Banks can 
exert upon the gold points, the effects of the Bank of France’s 
refusal in 1930 to accept standard gold or the effects upon the 
London gold market of the possible distribution of the African 
gold supply by aeroplane via Cairo. But as a monetary theorist 
he is less successful. His new chapter on “ Price Levels and Gold 
Movements ” tells one very little, certainly nothing that was not 
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known before. His whole theme is that the gold standard should 
be made to function automatically again: he can see no argument 
in favour of Central Banks interfering with the flow of gold by 
various devices in spite of Mr. Keynes’ suggestions in the T'reatise 
on Money—and even in spite of the note which Mr. Keynes 
appended to the author’s chapter on Fine Gold v. Standard Gold 
when it appeared as an article in this JouRNAL. 

The International Gold Problem is a collection of papers read 
to a study group on the gold problem of Members of the Royal 
Institute of International Affairs, together with the discussions of 
and comments on those papers. Its great charm is that it 
expresses in conversational form the views of many experts as 
they developed in the course of one and a half years from 
December 1929. A volume containing papers by Sir Josiah 
Stamp, Mr. Robertson, Mr. Kitchin, Sir Otto Niemeyer, Dr. 
Palyi, Mr. Kisch, Mr. Brand and M. Rist on this subject is naturally 
of very great interest. It is impossible to discuss each paper here, 
but the paper and discussion which is to my mind of the greatest 
interest is that in which Mr. Robertson discusses the question 
“How do we want gold to behave?” For here the fundamental 
desideratum of policy is discussed, and the conclusion is clearly 
reached that with any international standard a policy chosen 
to suit one country might very possibly be unsuitable for 
another. J. E. MEADE 


Hertford College, 
Oxford. 


The Tragedy of the Pound. By P. Eryzic. (Kegan Paul. Pp. 
203. 7s. 6d.) 

This Gold Crisis. By F. W. Prruick-Lawrence. (Gollancz. 
Pp. 240. 3s. 6d.) 


Dr. Eryzia’s extremely readable book is perhaps misnamed. 
He does not seem to conclude that all that has happened is to be 
regretted; on the contrary, he believes that England has in some 
ways regained freedom of action in international finance and poli- 
tics, and that in other ways she has received a “‘ timely warning ” 
to set her house in better order. The “ epic struggle’ which 
the opening chapter relates with heroic analogies may have been 
right as a matter of prestige, but if the pound went down fighting, 
its revival is foreshadowed at the end, if not in glittering, at any 
rate in still shining armour. 

France comes badly out of Dr. Einzig’s discussion of the 
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fundamental and direct causes of the crisis; the hoarding of gold 


ness go here with apt statement. This is what lawyers would 
call an “ opinion” on the gold crisis. Deflation is the cause of 
unemployment, and the roots of deflation are in war debts and 
government policies. ‘There must be international action to deal 
with this at once. For the future Central Banks must have more 
public responsibility for their policy. Internationalism must also 
be the final solution of currency policy, getting rid of gold, and 
substituting reasonable management. This clear monograph 
contains no tendentious paragraph, and its synopsis is a service 
to the general reader. D. H. Macerrcor 


is put mainly to her account. New “rules ” of the gold standard de 
have to be made for the post-war conditions; there cannot be so da 
much freedom of national gold policy, and no country should uf 
artificially increase its stock. se 
In the historical survey, Dr. Einzig concludes that the ex- n¢ 
pectations of the policy of 1925 were not at the time unjustifiable. th 
There were “ errors and omissions’ in carrying out that policy, a 
as regards the bank rate, the failure to give publicity to the support th 
given to banks, the use of finance bills, and the imperfect foresight ke 
of the international loan position. For a market of its degree of sl 
liquidity, the loan market is defective in its indices of information. re 
The case for a late or early stabilisation, and for a high or low d 
level, is collated in the final chapters. Dr. Einzig is in favour of a fc 
relatively low level, and not till the Bank has 200 millions, clear of fi 
liabilities. But he seems also to favour a “‘ partial remonetisation ” it 
of silver, and some new gold policy in which gold will play a part, 0 

without currency being pegged to it. The end is therefore in- 
conclusive, but the journey is interesting. e 
Mr. Pethick-Lawrence’s book, written in brief sections in the k 
easiest possible language, is such a summary as anyone might € 
write down to clear his own thoughts, and his readers will find the 1 
same elucidation. Its simplicity of expression gives a first ( 
impression of elementary treatment. But brevity and concise- i 
: 


The Crises of 1931. By D. T. Jack. (London: P.S. King & 
Son. 1931. Pp. 60. 2s.) 


Mr. Jack gives no date, but internal evidence suggests that 
he wrote in October and November. His work consists of a 
succinct history of the events which immediately led up to the 
September collapse, an attempt to analyse the forces which 
brought about that collapse, and suggestions for our future conduct. 
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The adage that it is easy to be wise after the event should not 
deter the historian from being so. Mr. Jack, though alive to the 
danger of the practice attributed to Continental banks of locking 
up too much of their resources in unliquid securities, does not 
seem to lay sufficient stress on the want of wisdom which we can 
now see was displayed by London in relying on the assumption 
that nominally liquid securities would be really liquid in case of 
a panic. The City, supported by a certain school of monetary 
theorists, backed the short-sighted parsimony of the Treasury in 
keeping afloat several hundred millions of national debt which 
should have been funded soon after the end of the war, and 
reliance on their holdings of this must have had a good deal to 
do with the readiness of various institutions to take charge of 
foreigners’ money. But when the foreigners had been thoroughly 
frightened by the doleful outcries of politicians and the mutiny 
in the fleet (which Mr. Jack omits to notice), Treasury bills were 
of no more use to London as a whole than Consols: - 

In regard to future policy, Mr. Jack desires that “at the 
earliest opportunity some official pronouncement should be made,”’ 
but he does not make it very clear when he thinks the earliest 
opportunity will occur, nor what pronouncement he would like. 
He is in favour of some kind of return to gold standard conditions 
(p. 56), but he shows some appreciation of the often overlooked 
fact that the collapse of September 1931 must inevitably greatly 
increase the greediness of gold-standard central banks for reserve 
gold, and so increase the tendency of gold to appreciate, thus 
making gold (in the absence of new and as yet unthought-of 
arrangements) a much worse standard in the future than it has 
lately been. Going back at a new and lower parity instead of 
the old would make no difference to this; it is just as easy for 
100 grains of gold to appreciate as for 123. We are really in 
this position; if we stay off gold, we run the risk of falling into 
the fire of wild inflation, but if we go back, we shall certainly be 


in the frying-pan of rapid appreciation of the standard. 
EpwIn CANNAN 


This Money Maze: a Way Out of the Economic World Crisis. By 
Rosert E1ster, Ph.D. (London: The Search Publishing 

Co. 1931. Pp. xvi + 116. 1s.) 
As it is graced by a Preface from the hand of Sir Josiah Stamp, 
a reviewer approaches this work with the expectation of finding 
something useful. But Sir Josiah’s preface, a dissertation on the 
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importance of the price-level, contains no reference to the book, 
and, as it is mentioned in the text (p. 80), it is permissible to con- 
jecture that it was written before the book itself. It was probably 
a feeling that Sir Josiah gave him no testimonial which led Dr, 
Eisler to preface the Preface with a ‘‘ Foreword ” by Sir Thomas 
Barclay, for whose qualifications to testify, he himself vouches 
in a footnote. Sir Thomas, at any rate, has read Dr. Eisler’s 
proof and concludes “I can only say that I find his reasoning, 
so far as I am concerned, unanswerable.” 

It is difficult to answer the arguments of a nightmare. Dr. 
Eisler hopes to combine such advantages as come from a steadily 
depreciating currency with those that come from a stable unit 
of account. Under his scheme there will be great but uniform 
international inflation and depreciation of currencies, but com- 
plete international and temporal stability of monetary units ; 

“‘* Current money,’ or money proper . . . will be exclusively 
used for small transactions between persons not sufficiently well 
known to one another or not in possession of a bank account, 
especially for the payment of wages, transport fares and occasional 
retail purchases, while all other payments will be effected by 
means of bank money, that is, cheques... or transfers of 
money banco. All prices in the better-class shops will be marked 
in money banco, the index multiplicator of the week being affixed 
at the cashier’s desk, who will calculate by means of simple 
multiplication tables published by the Sunday papers the sums 
due in ‘current money.’ This is how retail business, inn and 
hotel-keeping was done in Germany at the height of inflation in 
1923, when the ‘stable mark’ was introduced as a money of 
account alongside the paper mark used as ‘current money.’... 
In each country the external exchanges between the national and 
the foreign bank moneys will be pegged, but a variable internal 
exchange rate between current and bank money will be deter- 
mined by the cost-of-living index. 

“‘Currentmoney will . . . slowly butconstantly depreciate. . . . 
This will force commercial and clearing banks to diminish as far 
as possible their cash reserves by increasing their deposits at the 
national banks, and all private people to spend or to deposit 
current money as quickly as possible. In this way the velocity 
of monetary circulation . . . will always be maintained at its 
maximum value” (pp. 97-99). 

Now that he is a Director of the Bank of England, Sir Josiah 
Stamp should set narrower bounds to the exercise of his good 
nature. EDWIN CANNAN 
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The Problem of Maintaining Purchasing Power: a Study of 
Industrial Depression and Recovery. By P. W. Martin. 
(London: P. S. King & Son, Ltd. 1931. Pp. xiv + 314. 
15s.) 

Most of the classical economists held the view that general 
over-production was impossible; since the goods that were pro- 
duced formed the means of payment in the exchange of one for 
another. Mr. Martin accepts this as regards values when exchange 
is regarded as essentially barter, but denies the validity of the 
proposition as applied to modern industry. In modern economy, 
before goods are produced services have to be paid for in wages, 
rent, etc., and dividends are only paid out after the goods are 
sold. A second exchange takes place when the wages, dividends, 
etc., are used to purchase goods. The lag in time may be regarded 
as equivalent to the holding of increased stocks and all the trans- 
actions may be regarded as taking place simultaneously in finished 
goods. The opportunity now arises for discrepancies between 
the value of the goods produced and the money offered for them. 
The various cases are worked out in much detail and with a 
great deal of repetition, not always unnecessary. Mr. Martin 
summarises them as follows :—‘ Additions to working capital, 
reductions in the money volume of commodity stocks voluntarily 
held and reductions in the total quantity of money in circulation 
make for a corresponding deficiency of purchasing power; reduc- 
tions in working capital, additions to the money volume of 
commodity stocks voluntarily held and additions to the total 
quantity of money in circulation make for a superabundance of 
purchasing power” (pp. 70-71). Deficiency of purchasing power 
may be considerable and its immediate effect is to reduce prices 
and to diminish business activity, in which case, even if the 
goods produced are sold at remunerative prices, there will not 
be a sufficient pressure of purchasing power to keep industry 
reasonably fully occupied. Reduction of prices due to increased 
efficiency is good in itself, but the burden of debts is thereby 
increased and the psychological effect of a falling price level is 
always bad. On the other hand, “excessive superabundance ” 
of purchasing power leads to inflation terminating in a destruction 
of purchasing power. 

The desideratum is that there should be a sufficient supply of 
purchasing power to keep all industry fully employed at re- 
munerative prices, so that not only will current production be 
taken off the market but there will be continued reproduction. 
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Mr. Martin reminds us that John Stuart Mill says that in a com- 
mercial crisis there is ‘‘ an under-supply of money.” To-day we 
are suffering from such a deficiency and are unable to maintain 
our objectives of stability in the exchanges, in prices, in finance, 
and in business. To secure the injection of fresh purchasing 
power into a sick economy Mr. Martin urges the appointment of 
a non-political Purchasing Power Adjustment Board which 
should accumulate a fund from taxation and finance necessary 
public works to a moderate degree through ordinary trade chan- 
nels; the cost of these works would be covered by loans—new 
money—from the banks. When recovery took place an undue 
rise in prices would be prevented by repayment of the loans out 
of the permanent fund. Such national measures would, how- 
ever, be insufficient. International agreement would be required 
to reduce the gold ratios of the central banks and either to stabilise 
prices in the several countries or, preferably, to adopt measures 
to maintain purchasing power. Mr. Martin gives brief, and 
necessarily imperfect, sketches of the position at the time of 
writing in the United States, in Great Britain, and internationally. 
He quotes figures of joint-stock bank deposits (p. 260) to show 
that after the depression which followed the boom of 1919-20 
there was a deficiency of purchasing power which prevented a 
real recovery in 1924. Now we know from the Macmillan Report 
that current accounts in the London clearing banks fell from a 
monthly average of £1098 millions in 1920 to £950 millions in 
1924, a fall of 13-5 per cent., but wholesale prices, according to 
the Board of Trade index, fell from 307-3 to 166-2 (basis, 1913= 
100), a fall of about 46 per cent.; consequently, the effective 
supply of cheque-drawing power increased at the later date. 

Mr. Martin’s book is clearly written and provocative of 
thought. 

Henry W. Macrosty 


Money and Prices. By Aucustus Baker. (J. M. Dent. 1931. 
Pp. vii + 216. 6s.) 


In this book Mr. Baker explains how a creation of new money 
by the banks to finance capital developments will mean that more 
money is spent on consumption goods and their price driven up. 
He considers, in my view quite correctly, that this kind of process 
is at the root of the trade boom and its reverse at the root of a 
trade slump. But his analysis is very incomplete. There is no 
mention of the rate of interest as the regulator of the amount of 
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capital development and of the amount of saving that will be 
undertaken. Moreover, an increase in Investment—to fall into 
the more usual terminology—is always due in Mr. Baker’s illus- 
trations to an equivalent increase in the amount of money; we 
hear extremely little of velocities. 

But it is the author’s positive proposals that are most question- 
able. The author is well aware that the increase in Investment is 
financed in these cases by the “ forced ” savings due to the rise in 
the price level. He considers this undesirable as giving the profit- 
maker in consumption industry an increase in receipts equal to 
the value of the increase in Investment. Mr. Baker wishes the 
increase in Investment to take place in many circumstances, but 
at the same time desires that the whole consuming public shall 
own the new capital. He proposes, therefore, that prices shall be 
legally controlled so that they do not rise above the cost of pro- 
duction. But he does not explain why a general rise in price is less 
to be desired than that the poor housekeeper, who happens to 
arrive last at the bread queue, should have to save her money, 
because those who came before her have with their money incomes 


bought up all the available supply of bread at the controlled price. 
J. E. MeapeE 


The Pound Sterling: a History of English Money. By A. E. 
FEAVEARYEAR. (Humphrey Milford, Oxford University 
Press, 1931. Pp. x + 367. 15s.) 


No department of economic thought is more in need of enlarge- 
ment by historical studies than is monetary theory. It is true 
that Mr. Hawtrey and Professor Gregory, among others, have 
won ground by utilising the currency experiences of the past 
century and a half; and Mr. Keynes has made daring raids into 
earlier periods. But no one has hitherto borne the arms of the 
historian and those of the economist in any sustained contest. 
Mr. Feavearyear now proves himself adept with both and scores 
a notable success. 

Conceiving of the pound sterling not as a specified weight of 
metal but as a unit of account, he traces its career from the issue 
of pennies by Offa of Mercia to the surrender of the Treasury 
notes to the Bank of England in 1928. Readers who might be 
inclined to pass over the chapters on the Middle Ages as of no 
more than antiquarian interest would do themselves an injustice, 
for some, at least, of the major questions of to-day were posed 
to the Normans and Plantagenets. There was, for example, the 
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problem of devaluation. The alternatives presented to the 
generation that survived the Black Death were whether to 
perpetuate the rise of prices by raising the mint price of silver, 
or whether to allow a foreign drain to bring about a fall to some- 
thing like the pre-plague level. Fourteenth-century agriculture, 
like twentieth-century manufacture, had its fixed costs; class 
interests were involved; and the fate of the feudal system was 
sealed by the decision taken. The inquiry of 1382 set the stage 
for the first round in the battle between the sound currency school 
and the exporters; and the relative stability of prices in the 
fifteenth century is shown to have been achieved by debasements 
that roughly cancelled the rise in the value of silver. Then, of 
course, there was the everlasting controversy about the balance 
of trade and the possibility of non-monetary correctives. Even 
the reparations experts may find their prototypes in Mr. Feavear- 
year’s pages: there is a Gallic touch in the advice offered to 
Henry VIII, after the fall of Boulogne, that he should celebrate 
the victory by setting up a mint in the town, and that coins of 
base metal should be struck “so that the inhabitants might 
have something by which to remember the occasion.” 

It would be wrong, however, to leave the impression that 
Mr. Feavearyear is engaged in the facile pastime of collecting 
historical “ parallels.” His book—and especially the first part 
of it—is a piece of original scholarship, written by one who is 
theorist enough to be able to separate what is vital and significant 
from what is merely accidental or irrelevant; and many errors of 
earlier historians are set right. 

Successive chapters treat of the debasements of Henry VIII 
and Edward VI, of the reforms of Elizabeth, and of the growth 
of credit in the seventeenth century. The insecure and, indeed, 
somewhat disreputable origins of English banking are carefully 
charted; the foundation of the Bank of England is exhibited as 
the piece of inflationary finance it really was; and the issue 
between Lowndes and Locke is sharply exposed. Perhaps the 
least satisfactory part of the treatise is that dealing with the 
eighteenth century. One suspects that the author, like other 
writers, underestimates the extent of banking facilities in the 
provinces, and overlooks the financial services rendered by the 
larger industrialists as distinct from the shopkeepers. The crisis 
that followed the Seven Years’ War is passed over without any 
reference to the paper money by which the war had been financed. 
And, though there is excellent work in the chapters on the Bank 
Restriction, no use is made of Professor Silberling’s study of the 
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period, and perhaps insufficient stress is laid on the part played 
in the inflation by the country banks. 

The elaboration of the technique of central banking in the 
nineteenth century is carefully traced; the arguments of the 
Currency and Banking schools are summarised, and the weak- 
nesses in the case of each are indicated. The final chapter on 
the war and post-war years gives due weight to causes operating 
on the demand for money, no less than to those acting on supply ; 
and, if it contains little that is novel, it is, nevertheless, perhaps 
the best résumé of recent currency events that has yet seen 
the light. 

Throughout, Mr. Feavearyear has sanity and balance. Just 
as there is unbroken continuity in the subject-matter, so there is 
consistency in the running comment; and the reader is enabled 
to follow not merely the historical sequence but also the logical 
stages, first in the evolution of an automatic monetary standard, 
and then in the development of credit control. The higher peaks 
of currency theory can never, perhaps, be scaled without deductive 
or mathematical processes not available to all. But, with Mr. 
Feavearyear as guide, the story of the pound sterling may be 
used by teachers to convey the essentials of monetary doctrine, 
and, at the same time, to give a new meaning to much that now 
passes as economic history. 

T. S. ASHTON 


The University of Manchester. 


The Provision of Credit with Special Reference to Agriculture. 
By H. Betsuaw, M.A. (N.Z.), Ph.D. With Two Chapters 
upon the Provision of Rural Credit in Great Britain by 
R. R. Enrretp. (Cambridge: W. Heffer & Sons, Ltd. 
1931. Pp. 314. 10s. 6d.) 


THERE is a great need in agricultural literature for a thorough 
sifting of the problems of the capitalisation of agriculture and 
also for a first-class work of reference on established rural credit 
systems throughout the world. The writing of either would be a 
task of very considerable magnitude. Dr. Belshaw, by combining 
theory with description of established systems, may appear to 
have attempted to combine both tasks in the one book, but, as 
the book is primarily designed for the instruction of students, no 
claim is made either of exhaustive discussion of theory or of 
comprehensive reference to established systems. 


The exposition of the place of capital and credit in industry 
G2 
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generally and the analysis of the principles of a modern agricul- 
tural credit scheme are sustained with great clearness and effect. 
If one were to criticise the theoretical side of the book, it would 
be on the score of being perhaps too matter-of-fact (if the expres- 
sion is legitimate in describing a theoretical discussion). The 
problem of capital and credit in agriculture is much wider than 
the establishing of an orthodox agricultural credit scheme by 
legislation. Dr. Belshaw, by his emphasis on this latter practical 
aspect of the problem, gives the appearance of dismissing too 
summarily a number of problems which are fundamental. For 
example, among the characteristics of agriculture which mark off 
agriculture’s credit problem from that of other industries, Dr. 
Belshaw does not discuss the method of capitalisation which plays 
an all-important part in determining the organisation of the 
industry. All the capital in agriculture which takes the risk of 
profit or loss is provided by the entrepreneurs themselves. 
There is practically no capital employed equivalent to ordinary 
share capital in industry. Official credit systems do not alter the 
fundamental situation. They endeavour only, through State- 
guaranteed institutions, to supplement the existing resources of 
the entrepreneur’s personal capital by schemes which on the one 
hand place on the farmer what in times like the present is a 
heavy burden of fixed-interest debt with compulsory repayment 
by annual or semi-annual instalments of the principal, and on the 
other hand offer the investing public what is virtually a gilt-edged 
security. On practical grounds, governments have very little 
choice. It has not been considered a part of their function to 
attract speculative capital into the industry nor to set about re- 
organising the financial basis of the industry, whereas it has been 
universally recognised that they may subsidise the establishment 
of special credit facilities on the above lines. But economists 
especially would probably have welcomed from Dr. Belshaw a 
wider discussion which would have gone beyond the practical 
limitations of governments and have raised the issue of the possible 
reconstruction of capital in agriculture. 

Dr. Belshaw does not embark upon the colossal task of pro- 
viding a work of reference on established systems of rural credit 
throughout the world. His aim is rather to use the systems 
established in four countries to illustrate and emphasise the 
essential features of long-term, intermediate and short-term 
credit. His choice, too, is limited to countries where agricul- 
ture is conducted mainly on a commercial basis. He does not, 
therefore, include discussion of the problem as it is raised in 
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countries like India and China, or even in the European peasant 
communities. 

Of the countries with which he does deal, Dr. Belshaw, in 
his preface, confesses to the limitations set “ by the information 
available to one working in a rather remote corner of the world.” 
His descriptive material and criticism are restricted to the U.S.A., 
Germany, New Zealand, and Great Britain, with brief appendices 
on the Crédit Foncier de France and Rural Credit in South Africa. 
Those readers who are already familiar with the main features 
of the rural credit problem would probably seek other sources, 
which are readily available, for fuller discussion of the U.S.A. 
schemes, while the sections on Germany are seriously crippled 
for reference purposes by being entirely confined to pre-war 
conditions, information on which is also readily available else- 
where. The discussion, however, of credit conditions in New 
Zealand, with which Dr. Belshaw has been intimately familiar, 
and the excellent review by Mr. Enfield of the Agricultural 
Credits Act, 1928, of Great Britain, will be of value to all 
readers. 

Having reviewed Dr. Belshaw’s book for the limitations of 
its scope, one cannot commend it too highly for those things 
which it sets out to achieve and in which it succeeds in no small 
measure. There have been very few recent attempts in English 
to present a review of the problem in book form for the guidance 
of those who wish to comprehend the main problems of agricul- 
tural credit but who do not have access to the treasures buried 
in Government reports and elsewhere. For this public and for 
the large body of students of agriculture and economics for whom 
an introduction to agricultural credit is essential, Dr. Belshaw 
has provided an admirable work. The straightforward style 
and the firm structure of the book are excellently suited to this 
purpose. 

The plan of the book makes necessary a certain amount 
of reiteration of the essential principles of a credit system, 
which is no disadvantage where the primary purpose is the 
introduction of students to the subject. Part I outlines the 
general problem of capital and credit. This method of attack 
is one of the best features of the book for teaching purposes. 
There is always a tendency to treat agricultural credit as an 
isolated problem for the simple reason that in most countries it 
does appear in practice to have very little immediate association 
with the general credit problems. Part II proceeds to examine 
the special conditions of agriculture and the demands which these 
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conditions create for a credit system peculiar to the industry. 
Part IIT deals with long-term credit, first as to its general principles 
and then by examination of the systems developed in Germany, 
U.S.A., New Zealand and Great Britain. In each case an out- 
line is given of the machinery and an estimate made of its weak- 
ness or strength. Part IV deals with short-term and intermediate 
credit on the same plan. As already stated, the chapters on 
long-term and short-term credit in Great Britain are contributed 
by Mr. R. R. Enfield and are presented with the conciseness and 
lucidity which characterise all his writing. 
J. P. Maxton 
Agricultural Economics 
Research Institute, Oxford. 


Banking Standards under the Federal Reserve System. By Horace 
Srecrist, Ph.D., Bureau of Business Research, North- 
Western University, Illinois. (Chicago and New York: 
A. W. Shaw Company. 1928. Pp. 420 + xxxviii.) 


PRroFEssoR SEcRIST has been engaged for some years in in- 
vestigations concerned with the operations of individual firms 
and groups of firms in various departments of trade. These 
studies have been statistical studies of data illustrative of location 
of the business unit in relation to the centre of activity of the 
place in which the unit is situated, of size of the unit both from 
the point of view of “physical” size and from the point 
of view of volume of business, of operating expenses, wages, 
rents, and so on, of turnover and of profits. These studies 
have covered a wide field, having been concerned with retail 
clothing, hardware, etc., and in addition with banking. Pro- 
fessor Secrist has appended a list of publications by his depart- 
ment on these topics to a paper by him in the Journal of the Royal 
Statistical Society, Vol. XCIV, 1931, p. 591. In all these invest- 
igations the same kind of statistical results are achieved, a 
tendency, broadly speaking, for certain statistical ratios in the 
nature of averages, derived for the individual units, to remain 
fairly constant, as far as whole groups of units are concerned, 
over a period of years, which in no case is more than ten. 

The present volume gives the results of such investigations 
in the Banking field. These results really are concerned with 
two kinds of original statistical data. The first deals with stat- 
istics for each of the twelve Federal Reserve districts as units, 
and the data are total earning assets, loans and discounts, 
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investments, total deposits, time deposits, demand deposits, 
gross earnings, total expenses, salaries and wages, interest on 
deposits, interest and discount on borrowed money, taxes, 
“other”? expenses, and net earnings. The period covered is 
1919-25. The second part deals with statistics for the Boston 
District and the New York District. The units are individual 
banks, the data are of the same kind as in the first part but not 
in such detail, and the number of years for which data were 
available is less. The secondary statistics which are used to 
reduce the original figures to comparable statements are simple 
ratios mainly of the data characteristic to ‘‘ Earning Assets.” 
In other words, the figure of “‘ Earning Assets ”’ is, for the most 
part, that which is used as a datum to which the other figures 
are referred. The book consists, as to the first part, of an ex- 
amination of the changes which take place in these ratios from 
year to year (1919-25) in the case of each of the twelve districts, 
and an examination of the likenesses and differences between the 
different district figures year by year; and as to the second part, 
of a more intimate examination of the changes taking place in 
some of these ratios from year to year in respect of individual 
banks and the similarity of experience between different banks. 

The enormous amount of work involved in such a study as 
this, which has just been outlined, will be appreciated, and only 
by a combined effort on the part of a group of people could 
such a task be undertaken with the hope of arriving at the end 
of the labours within a short space of time. Such efforts are 
possible by the Bureau of Business Research of which Professor 
Secrist is the Director. The Bureau and its Director are to be 
congratulated on this achievement. The results of the investiga- 
tions are set out in great detail with the accompaniment of tables 
and, where necessary, of graphs, so that anyone interested in 
any particular aspect of banking practice in the United States 
in recent years can easily obtain here, in a concise form, a statis- 
tical survey of the results of the operations of such practice. 
Indeed, this last was one of the expressed intentions of Professor 
Secrist in pursuing the investigation. It was assumed, by him, 
that banking experience over a series of years would show, on 
detailed analysis, tendencies of one kind or another which could 
be measured, and that these would have a practical value in the 
sense that, if they undoubtedly existed, they would serve as 
bases to the banks when, in future, questions of policy would 
arise. Naturally, certain of these would probably be well known 
in banking circles, but it was possible that the general as opposed 
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to the local aspect would expose other points of view not imme- 
diately apparent to the practical banker. Furthermore, having 
discovered, in his detailed examination of statistics relating to 
certain retail activities, certain pronounced tendencies, the author 
could see no reason why the same kind of result should not be 
obtained in these investigations in the banking field, on the grounds 
that there were operating the same kind of economic motives in 
this field as in others. 

Further, it was hoped that a knowledge of these results would 
have ecomonic significance, on the grounds that they emerge 
as a result of the working of economic forces. The author finds 
conclusive evidence of order in the banking system, “‘ its several 
parts, geographical and group, responding in much the same 
manner to change, and its several processes being interrelated in 
a definite manner.”’ He finds that ratios tend to certain standard 
or “‘norm” values over a period of years. District or group 
ratios which are high or low in a given year with respect to the 
average seem to decrease or increase until they are nearer the 
average in the following year, as though forces were in operation 
constraining the institutions to achieve certain results. On the 
other hand, geographical considerations appear to have effect 
on the size of ratios. The ratios of certain districts are consis- 
tently above and those for other districts are consistently below 
the average. Similarly, differences in ratios between banks are 
associated with size and location, and these persist from year to 
year. Naturally, as the author points out, each district has its 
own standards of banking requirements; these are associated 
with the peculiar distribution of money, credit, and industry, 
determined partly by geographical features, and these geograph- 
ical features tend to persist from year to year. Changes origina- 
ting from any one centre tend to be felt in all the various parts 
of the system and give rise to the peculiarities noted in the book. 
How far administrative changes subject to a conscious standard 
of what is “right” are associated with these changes, or how 
far these changes are associated with competitive forces working 
“blindly,” is the speculation the author makes when discussing 
the implication of the results of his statistical investigations. 

Professor Secrist will attempt an integration of the results 
of the various studies which he has made in the last ten years, 
which were referred to in the first part of this review. He will 
try to find the economic significance of these ‘‘ norms, trends 
and correlations ’’ to which he so often refers. There should be 
some explanation. This kind of study is not unusual. We ob- 
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serve changes or likenesses between birth-rates over a series of 
years and we discuss their significance. What happened in the 
period 1870-1925, when the birth-rate in England and Wales 
consistently declined, while that in Ireland remained more or 
less steady? If we alter birth-rate to ‘“‘ Ratio of Total Deposits 
to Earning Assets,’’ England and Wales to No. 1 Federal Reserve 
District, contract the time a little, we have Professor Secrist’s 
problem. It may be that the time element is of importance; 
that is to say, contrary tendencies may be discovered, say, in a 
period 1926-31; but if that is so, explanation is still necessary. 
We shall therefore look forward to the results of Professor Secrist’s 
more recent efforts in considering the true significance of all 
these studies. E. C. RxHopEs 


Europe the World’s Banker, 1870-1914. An Account of European 
Foreign Investment and the Connection of World Finance 
with Diplomacy before the War. By Hersert FEIs. 
(Yale University Press; Oxford University Press. 1930. 
Pp. xxiii + 469. 22s. 6d.) 


Tuts book, by the former Sinton Professor of Economics at 
the University of Cincinnati, has been prepared for the Council 
on Foreign Relations, a body whose purpose is “ to study the 
international aspects of America’s political, economic, and financial 
problems.” The “original purpose” of the volume was to 
“study the main trend of (the) migration of capital” from 
Western Europe into other lands. ‘‘ But preliminary study soon 
revealed that its connections with the political and diplomatic 
events of pre-war days were numerous and important. The 
world from which the capital moved was made up of highly 
ambitious, competitive national states. The regions to which 
it moved varied enormously in the character of their peoples, 
their powers of self-government, their ability to put borrowed 
capital to good use, their political strength. The place of many 
of these regions in the political arrangement of the world was, 
even then, in the balance. Their transactions with foreign 
capital often settled the outcome. . . . Financial force was often 
used to buy or build political friendship or alliance, was often 
lent or withheld in accordance with political calculations.” We 
may regret that the original object was abandoned, for a study 
of the development of backward or needy peoples under the 
influence of imported capital would have been of extraordinary 
interest, and probably of more value to America to-day than the 
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present volume. Still, a story is always more exciting when it 
has a villain in it, and Mr. Charles P. Howland, Director of 
Research to the Council, in an Introduction, brands that villain 
as the system of international anarchy which “ called to its aid 
the financial strength of the counter-intriguing nations ” and so 
produced the European War. 

The intricacies of the connection between diplomacy and 
finance have compelled the author to limit his studies to the 
activities of the British, French, and Germans, and to omit from 
his survey America, Africa except the north, and Asia outside 
Turkey, Persia, China, and Japan. His first three chapters 
record the spread of the movement of capital from the three 
lending countries, its growth, geographical application, and the 
character of the investment. Figures are given as to the amount 
of the investments, the particulars being taken from various 
authorities who seem to the author to be competent; there is 
no independent investigation or criticism. Three more chapters 
expound the relations between finance and government in the 
lending countries, and these are set forth in greater detail in a 
series of studies dealing with particular cases of financing— 
Russia, Italy, Portugal, the Balkan States, the Balkan Rail- 
ways, Turkey, Railroads in Asiatic Turkey, Persia, Egypt, 
Morocco, Japan and China. On the whole, the United Kingdom 
comes out of the history not badly. Her accumulated wealth 
early sought investment abroad, and “ the satisfactory operation 
of the British economic system became more and more fully 
linked with the satisfactory development of the rest of the world.” 
British financiers, therefore, undertook the industrial develop- 
ment of new lands, characteristically in the Dominions, India, and 
Argentina. “The general tradition and official policy ’”’ of the 
Government was to hold aloof from such operations, and investi- 
gation shows that the chief departures from that course, as in 
Egypt, Asiatic Turkey, and Persia, were due to the desire to 
protect the route to India. In France, on the other hand, the 
connection between governments and finance has a long history, 
and “the continued tradition of Government supervision of the 
stock exchanges made it natural that the Government should 
exercise powers of decision over the trade in foreign securities.” 
M. Poincaré in 1912 declared that his Ministry would undertake 
“to combine with French military and naval power, as con- 
verging and connecting forces, the financial power which is so 
great an aid to France,” and M. Caillaux, in the following year, 
avowed that “I have admitted to quotation only those foreign 
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loans which assured France political and economic advantages.” 
Throughout the period covered by Mr. Feis, Germany was always 
in need of capital. Industry was greedy for funds, the agrarians 
wanted subsidies, and the Socialists were opposed to foreign 
“exploitation.” Any movement towards overseas investment 
was thus met with a permanent opposition. ‘‘ The investment 
was stimulated and maintained rather by the initiative of the 
German banks and industries. They recognised that Germany 
must participate in the financing of certain areas into which 
German commerce was trying to expand. It was carried for- 
ward sometimes against an unfavourable current by the Govern- 
ment as an investment in German commercial and _ political 
aspirations.” 

These broad characterisations are developed in the particular 
studies which reveal much that Western Europe has need to be 
ashamed of. If this feeling of shame leads to a purification of 
the soul, this book will have been justified. It is to be regretted 
that the author has supplied neither an index nor a bibliography 
and has provided no means of determining the comparative 
value of the authorities quoted in his notes. He himself can 
hardly be commended for persistent accuracy when in his chapter 
on China he writes of the dismemberment of that country and 
specifies that “in the ’eighties Great Britain put Burma under 


its Indian administration.” 
Henry W. Macrosty 


Business Forecasting. The Principles and Practice of Forecast- 
ing Business and Stock Market Trends, with especial refer- 
ence to Business Cycles. By Lewis H. Haney, Director, 
Bureau of Business Research, New York University. 
(Ginn & Co. 1931. Pp. xiv + 378. 17s. 6d. net.) 


Every business man must be a forecaster or a bankrupt, 
and Dr. Haney wisely says that “sound business forecasting 
might almost be defined as the accurate analysis of existing con- 
ditions and their causes, made as a basis for a fair and wise 
interpretation of the trends that may logically be expected to 
result therefrom.” To the idle query why forecasters do not 
become millionaires he answers: “ To be a really good forecaster 
one must be a scientist and be willing to make laborious studies 
in a most impartial manner and spirit. Probably few successful 
business men have either the requisite time or the qualifications 
for such work, and certainly few forecasters who have the requisite 
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training and scientific attitude will be found to have the qualifica- 
tions best suited for success in business.”’ Assuredly no one who 
has carefully studied this excellent book will light-heartedly 
enter upon the profession of forecasting. Our author expects 
also that his art will be of service to economics, saying that “ the 
problem of business forecasting is a challenge to the science of 
economics and a test of the accuracy of economic laws,” but he 
would seem to think of those “laws ” as more rigid than we on 
this side of the Atlantic to-day conceive them. 
After a sketch of the economic background a chapter is 
devoted to an account of the uses of statistics in business fore- 
casting, of the different advantages of absolute figures, relatives, 
and index-numbers, and of the methods of eliminating secular 
trend and seasonal variation. Here, as frequently, the author 
warns the student against making an idol of particular methods 
or results. ‘“‘ The forecaster should ever recognise that the most 
carefully determined long-time trend is apt to be fickle and 
uncertain.” There remains after these deductions the business 
cycle of about three years. Of correlation he would, on the 
whole, appear to make little use. Three very valuable chapters 
follow in which various series of statistical data are examined 
and their respective merits and demerits set forth. Production, 
building, imports, car-loading, bank debits, sales, shipments, 
foreign trade, money and banking, failures, and the stock market 
are covered. The material is, as might be expected, entirely 
American, and it fills one with sadness to reflect on the scanty 
amount of British data available compared with the abundant 
supply provided in the “Surveys of Current Business ”’ pub- 
lished by the United States Department of Commerce. Dr. 
Haney does not care for composite indices, as they give a “‘ blurred 
picture”; of these the Harvard “ business curve” is, perhaps, 
the best known in this country, and, describing it as “ the simplest 
and most peculiar of all,” he says that ‘clearly such a curve cannot 
be a measure of business volume or activity, and its virtual failure 
to respond to the recession of 1927 should be noted.” Then come 
two chapters on business cycles, which he does not regard as due 
to external factors but to causes within business itself, originat- 
ing, on the one hand, in maladjustments of production, stocks, 
and profits, and, on the other hand, in maladjustments of credit, 
capitalisation, and security markets. A general business cycle, 
he says, includes two or three years of expansion followed by 
either a sharp turn downwards or a flat top of a year; the period 
of recession is usually from a year to a year and a half, and the 
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duration of the bottom level may be brief or prolonged. Separ- 
ate industries may have their own cycles; for example, that for 
the textile trades is about two years. 

Dr. Haney’s own particular contribution to the art of fore- 
casting is the “‘ P/V line.” ‘“ The P/V line is a commodity price 
curve adjusted for variations in physical volume, or a series of 
ratios between price and volume,” and is applicable both for 
single commodities and for business in general. By it he claims 
to measure the relation between intensity of demand and the 
intensity of the desire to sell or “ selling resistance.” It involves 
“a comparison of the changes in commodity prices with the 
changes in the physical supply of commodities from month to 
month.” Bradstreet’s index of commodity prices is taken as P 
and railway freight tonnage adjusted for long-time trend and 
seasonal variation as V. The derived line has a long-time trend, 
and when the line itself ‘‘ rises above its normal trend, business 
recovery is forecast. When it falls below normal, business reces- 
sion is forecast.”’ It “‘ often forecasts the trend of general busi- 
ness by as much as from four to six months.’ In his Preface 
Dr. Haney claims that “the barometer at least has the merit 
of having worked successfully throughout the trying period of 
the last ten years. In so far as I know, it is the only so-called 
barometer-line which has stood that test.” 

Of the remainder of the book, 155 pages are given to the 
discussion, with reference to American data, of the most satis- 
factory ways of forecasting general business trends and of fore- 
casting for particular industries, commodity prices, interest rates, 
building activity, automobile production, retail trade, and stock 
exchange movements, and examples of the author’s own estimates 
of the business situation at different times are quoted. A great 
deal more is involved than manipulations of numerical data, and 
Dr. Haney’s perfect forecaster would be an encyclopedist. All 
students of industry can read this book with profit, whether they 


are able to use statistical apparatus or not. 
Henry W. Macrosty 


Mathematical Introduction to Economics. By GrirFitH C. Evans. 
(London: McGraw-Hill Publishing Company. 1930. Pp. 
xii+ 177. 15s. net.) 

Tuts book is interesting as showing a mathematician’s approach 
to economics. Professor Evans states his intention thus: “I do 
not attempt a voluminous or complete treatise, but give a short 
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unified account of a sequence of economic problems by means of a 
few rather simple mathematical methods.” A reader who is 
already a trained economist and a competent mathematician will 
find a good deal that is stimulating and novel both in the state- 
ment of, and method of attack on, a considerable number of prob- 
lems. But since there is no clear thread of economic theory in the 
treatment, and no attempt at a general theory of any wide region 
of economics, a mathematician without economic knowledge will 
not obtain any thorough grasp of that subject; while the trained 
economic student will find the mathematical treatment difficult 
and in many places of a quite advanced kind, while he will be 
bothered by the unelucidated mathematical character of the 
solutions. In fact, the appendix to Marshall’s Principles of 
Economics is far more useful to the student of economics, quite 
apart from more recent studies on mathematical economics. 
Unfortunately a great part of the analysis is vitiated by the 
assumption in many approximations that the integral supply 
curve is of quadratic form g(u) = Au? + Bu-+ C, where u units 
are produced in unit time, and q(u) is the cost of producing them. 
In order that q(u) may always be positive, A must be positive; 
therefore the marginal unit cost, 24u + B, has always an upward 
slope; that is, “ decreasing return ” is assumed. For “ increasing 
return ” A must be negative, and a further term is necessary so 
as to keep the expression positive when wu is increased. This 
limitation is specially unfortunate in the chapter on taxation (V). 
The work may be recommended to advanced students whose 
critical faculty is well developed because of the new vistas opened 
out in Chapters IV, XIV and XV, where changes of relations in 
time are considered. A. L. BowLEy 


The National Gain. By AnprErs CuyprEnius. Translated from 
the Swedish original, published in 1765. With an Intro- 
duction by Grora Scuauman, Ph.D., Director of the 
University Library, Helsingfors. (London: Ernest Benn, 
Ltd. 1931.) 


ANDERS CHYDENIUS was the son of a Finnish clergyman, and 
he himself was for half a century, from 1753 till his death in 
1803, a clergyman in North Finland. The even course of his 
life was only interrupted by his being elected three times a 
member of the Swedish Diet as a representative of the Finnish 
clergy. But those periods became a time of exceptionally 
abundant and productive political and literary work. For the 
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observer studying his writings it will soon be apparent that 
whatever economic or political questions Chydenius may have 
dealt with were all founded on the same constant idea of free- 
dom: ‘‘ A native country without freedom or benefit is a large 
word of little meaning.” 

So was also the case with the economic pamphlet that has 
now been translated into English. Chydenius was, it is true, 
still a believer in the Mercantile theory of the Balance of Trade. 
“The value of exported goods in excess of that of imported ones 
is rightly called the gain of the Nation, and the value of imported 
goods in excess of that of exported ones will always be its loss ”’ 
(p. 47). But this aim was to be achieved only through a liberal 
policy, a conclusion that was based upon two important theses. 
The one was that of natural division of labour between the 
industries and the nations. ‘‘ Our wants are various, and nobody 
has been found able to acquire even the necessaries of life with- 
out the aid of other people, and there is scarcely any Nation that 
has not stood in need of others. The Almighty Himself has 
made our race such that we should help one another. Should 
this mutual aid be checked within or without the Nation, it is 
contrary to Nature ” (p. 46). 

The other of Chydenius’ fundamental doctrines was that the 
individual, in endeavouring to pursue his own interests, is also 
promoting the public good. In accordance with this doctrine 
Chydenius decidedly rejected the Mercantile policy; he con- 
sidered ordinances, enactments for the regulation of trade, 
monopolies, and all kinds of prohibition as matters causing 
‘unnecessary and useless trouble.” His own System of Economic 
Freedom is outlined in one of the concluding passages of the 
book as follows : 

“Tt gives liberty to all lawful trades, though not at the 
expense of the others. It protects the poorest business and 
encourages diligence and free trade. 

“Tt weighs everybody in the same scales, and gain is the 
right measure that shows who should have preference. 

“ Tt relieves the Government from thousands of uneasy worries, 
Statutes and supervisions, when private and National gain merge 
into one interest, and the harmful selfishness, which always tries 
to cloak itself beneath the Statutes, can then most surely be 
controlled by mutual competition. 

“Tt allows a Swede to exercise the dearest and greatest right 
in Nature the Almighty has given him as man, 7.e. to support 
himself in the sweat of his brow in whatever way he thinks best. 
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“It snatches away the pillow of laziness from the arms of 
those who, thanks to their Privileges, can now safely sleep away 
two-thirds of their time ”’ (p. 88). 

Chydenius published this system of economic thought about 
ten years previous to the publication of Adam Smith’s epoch- 
making work. It is peculiar to note how well the ideas of this 
simple Finnish country parson coincide with those of the great 
Scottish economist. He did not, it is true, advance any scien- 
tifically developed system comparable to the work of Smith, as 
his numerous writings were more or less of an occasional nature. 
The same was, however, the case with other predecessors of 
Liberalism. But scarcely any of these economists, not even 
David Hume, formulated the claim to economic liberty with 
such energy and unfailing consequence as Anders Chydenius. 
He must, therefore, be regarded as a remarkable figure in the 
history of economic thought. 

B. SuviranTa 


Prosperity. By M. J. Bonn. (London: Martin Hopkinson. 
Pp. 188. 7s. 6d.) 


Tuts study of “‘ myth and reality in American economic life ” 
passes before our eyes with the swift movement of a film. The 
post-war prosperity of America caused the changes which might 
have required twenty-five years to take place, in the author’s 
view, in five years. And in this period capitalism lorded itself 
as the system which, after all is said, supplies the goods. Dr. 
Bonn’s account begins with Columbia, just entered into a wind- 
fall heritage, and there are many vivid pictures of its industrial 
and domestic life; glimpses behind many doors, where financiers 
plan, the foreigner is given loans, the land pioneer settles in new 
clothes in a Californian suburb, and the city family operates the 
switches of its mechanised domestic equipment. And there are 
many close-ups of types; strained features mostly, of those who 
live quick rather than contentedly. Dr. Bonn is a keen observer 
of psychological tendencies, as well as of events, and as the 
opening picture fades into one of difficulty and disillusion his 
running captions are striking in phrase and epigram. 

The idea to which this impression leads up is the “ crisis of 
capitalism,”’ the threatened failure of the “old magic,” if its 
psychology is so devoid of memory as to suppose that every 
boom will be the last, and will stabilise a golden age. It is this 
that, to borrow an American term, Dr. Bonn has “‘framed.’”’ The 
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appeal of an impression is in the shading of its lights, the force 
of apt words, and the pointing of shaft-like phrases. In these 
Dr. Bonn is skilled; and those who have read his Schicksal des 
deutschen Kapitalismus will find here a similar provocation of 
economic ideas and contrasts. 

D. H. Macerecor 


Poverty in Plenty. By J. A. Hopson. (London: Allen and 
Unwin. 1931. Pp. 92. 2s. 6d.) 


In this essay Mr. Hobson attempts to synthesise the moral 
and the economic doctrines which are widely associated with his 
name. In brief, he finds fault with the distribution of wealth 
on three grounds: first, because it is governed by the pulls of 
relative bargaining strength and not by any consideration of 
equity; second, because, by allowing favoured agents of pro- 
duction to enjoy a surplus over the necessary costs of tlt pro- 
duction, it is guilty of waste; and third, because it is responsible 
for the failure of consumption to keep pace with production. 

The truth of the third (and most disputable) charge, on which 
Mr. Hobson has written so fully elsewhere, is here assumed 
rather than proved. It plays, however, not the least important 
part in Mr. Hobson’s case ; and (departing from his usual courtesy) 
he goes so far as to hint very broadly that those who do not 
accept his analysis on this matter must either be guilty of evasion 
or have allowed their reason to be perverted by their “ interest- 
laden minds.” 

The other two propositions raise some interesting issues. 
The author is concerned to stress the point that all values are 
socially created and that nobody can therefore strictly claim to 
have personally produced any thing or even any value. Never- 
theless he admits that, as things are, we cannot wholly ignore 
the force of economic motives as incentives to productive activity. 
He suggests, therefore, that, instead of permitting everybody to 
exact the highest price he can for whatever he does or sells, we 
should pay enough to provide the “ incentive socially necessary 
to secure his efficient services.” Clearly, in this formula it is 
only the words “socially necessary’ which distinguish Mr. 
Hobson’s ideal from the status guo; but we are given little help 
in determining the meaning of these crucial words. All that does 
emerge is that the formula would forbid the payment of any 
surpluses to the supra-marginal producer. Such surpluses Mr. 
Hobson would either spend in the development of collective 
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utilities (parks, libraries and the like) or in providing higher 
wages and more leisure for the mass of the people—thereby, 
presumably, paying this section of the people more than the 
socially necessary amount to which alone he has already decided 
that they are entitled. Nor is Mr. Hobson’s case advanced by 
the argument that, if there were fewer rich to pay big prices, 
those who serve the rich would have to work, and would work, 
for less than they now demand; for that is merely a statement 
of one of the principles governing the present system of distribution 
by pulls, to which he so strongly objects. 

Altogether this is an unsatisfactory book. There is a thunder- 
ing good case to be made against the amorality and the wasteful- 
ness of existing distributive arrangements. But Mr. Hobson’s 
essay leaves the impression that on every page the author is 
damaging a good cause by bad (and not always mutually con- 
sistent) arguments. 

BaRBARA WOOTTON 


Causes and Cures of Unemployment. By Sir W. H. Brveriper. 
(Longmans. Pp.70. 2s. 6d.) 


Tuis volume, in which lucidity and skilful marshalling of 
statistical material go without saying, republishes six wireless 
talks on Unemployment given in the middle of 1931. The 
treatment of the subject will be familiar to readers of Unemploy- 
ment, a Problem of Industry1: the pre-war problem is diagnosed 
as one of a reserve rather than a surplus of labour; the unemploy- 
ment of 1922-29 as the result of the inflexibility of the system; 
and the slump of 1930 largely as the outcome of monetary factors. 
Other chapters deal with the broader social influences of Un- 
employment Insurance and remedies for the present labour 
surplus. 

The “ planning in concert” which Sir William suggests when 
dealing with remedies is perhaps most vitally linked with his 
chapter on the ‘“ dead-weight ”’ of unemployment between 1922 
and 1929. There, he argues that the increase in real wages between 
1913 and 1929 has outstripped productivity per head and that the 
wage increase has come from a national income not appreciably 
larger. Whilst this contention is essential to the view that the in- 
flexibility of the system was responsible for unemployment in 1922- 
29, statistics available on the question are extremely perplexing and 
contradictory. There are two quite distinct views of the extent 


1 Reviewed by D. H. Robertson, Economic Jowrvat, March 1931. 
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to which output per head increased between 1913 and 1929.1 
Moreover, it is known that in some industries, notably cotton, any 
index of output per head, showing movement since before the war, 
is almost meaningless because of changes in the quality of the 
product. A recent comparison of the national income in 1924 and 
19302 suggests that the proportion which wages bear to the 
total national income actually decreased from 38 per cent. in 
1924 to 37 per cent. in 1930. So far as statistics are concerned, 
the Trade Union leader who argues that reorganisation ought to 
precede wage reductions, even now has at least as strong a case 
as the employer. Perhaps the only safe conclusion to be drawn 
is that the measurements of these economic phenomena are still 
too fragmentary to be used as the basis of generalisations. 

It is not possible to cavil, however, at the picture which is 
drawn of the serious social consequences of the Unemployment 
Insurance scheme as it operated up to 1930. The warning that 
insurance “‘is making life in some ways not better but worse, 
and is playing down to the slackness and carelessnesses of human 
nature, not playing up to what is best in it,” is a courageous 
indictment which, fortunately, must have obtained as wide an 


audience as it merited. 
JOHN JEWKES 


The Riddle of Unemployment. By Dovuetas Knoop, M.A. 
(Macmillan & Co. 4s. 6d.) 


UnpEr the above title, Professor Knoop has printed the gist 
of a course of lectures given to an Advanced Tutorial Class in 
Sheffield. The book is not in any sense a new contribution to the 
study of unemployment, but aims rather at summing up the main 
causes of post-war trade depression and financial dislocation. As 
such, it is a useful addition to the growing list of hand-books which 
set out to explain the economic distresses of our time. Falling 
prices, high taxation, high wages and tariffs are all discussed in 
a clear and, at the same time, concise manner. 

The reviewer would like to take this opportunity of venting a 
small personal grievance. Why should economists, who write 
learnedly on good and bad trade, so often nowadays disguise their 
real subject under some title including the word “ Unemploy- 
ment’? Do they hope thereby to commend their books to 

1 See C. G. Clark, ‘‘ Statistical Studies of the Present Economic Position of 


Great Britain,’? Economic JouRNAL, September, 1931. 
2 See W. H. Coates, ‘‘ The Citizen’s Purse,’? Manchester Statistical Society, 


December 1931. 
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people who would otherwise ignore them? That certainly happens 
to some extent. But surely they know that ‘ unemployment” 
and “ trade depression’ are not synonymous terms. Each can 
and does exist as a grave modern problem independently of the 
other. It might indeed be an aid to clearer thinking if Unemploy- 
ment were recognised to be, on the one hand, a social question, and, 
on the other hand, only a negative aspect of a greater and more 
complex Employment question, Just as we have a Public 
Health (not sickness) Policy and a National Health Insurance 
scheme, so we ought to realise the need of a National Employ- 
ment Policy. Such a policy would have little to do with the 
expansion of the country’s business, but much to do with the 
more scientific regulation of the labour force required in that 


business, whether it is expanded or not. 
R. C. Davison 


Industrial Evolution. By N. 8. B. Gras. (Oxford University 
Press: Humphrey Milford. 1930. Pp. 259. 8s. 6d.) 


Economic historians have never been able to reach agreement 
on classification. The political organisation, the extent of the 
market, the form of association, the nature of the work or instru- 
ment or source of power have each been used as the touchstone 
by which one economic period may be distinguished from another. 
And even those who accept the same differentia do not always 
use the same language. In this volume Professor Gras lays down 
his own scheme, though he is concerned with the evolution of 
manufacture only. 

His first stage is that of production for use, which, he is 
careful to point out, is not coincident with the ‘ household 
industry ”’ of Biicher and others, for the work was often done 
outside the home. As a type it is to be found in every country 
in the world to-day; and attention is called to the way in which 
political forces, like Indian Nationalism or American Prohibition, 
may revive the type long after it has ceased to exist as a stage 
of industrial development. Next comes retail handicraft, or 
production for direct sale, which, we are warned, is not to be 
identified with the gild system. It is followed by wholesale 
handicraft, or production for indirect sale through merchants; 
and this is divided into an independent phase, when the worker 
sells his product outright, and a dependent phase, when he 
receives a piece wage, and perhaps works with tools owned by 
his employer. To some writers the first, and to others both, 
constitute the domestic system—a term rejected by Professor 
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Gras as liable to confusion with household economy. The fourth 
stage is that of the central workshop when—in the interests of 
quality and specialisation, and because of the growing recognition 
of the importance of time—the workers are congregated in large 
establishments where hand processes are carried on. In England 
this stage was very short and many have overlooked its existence ; 
but it played a real and important part in the evolutionary 
process. When power, which had been used in the mill in earlier 
stages, was introduced into the central workshop, manufacture 
entered upon its latest stage, that of the factory system. 

It is perhaps too much to hope that the new pattern will 
make an immediate appeal to all: neologisms like “‘ usufacture ” 
and “‘ mercifacture ’’ may deter some from a proper examination 
of the design itself. But that the grammar of economic history 
should remain as at present is unthinkable; and the effectiveness 
of the solution now offered is amply demonstrated in the early 
chapters of this volume. . ‘ 

After an account of the Industrial Revolution in Britain and 
New England, Mr. Gras reviews the progress, in turn, of the iron 
and steel, the boot and shoe, the chemical and the electrical 
industries. The history of a single, though hardly typical, 
American business is traced over eighty-six years, a summary 
is given of recent changes in industrial structure, and some 
interesting reflections are made on the past and future of art in 
industry. 

As in every work of compression, there are, here and there, 
dangers of misapprehension. An uninstructed reader might infer 
that all Livery Companies had the same restricted geographical 
range as the gilds; he might imagine that the formation of the 
General Chamber of Manufacturers in 1785 marked a turning- 
point in English history; and he might assume that conditions 
in the surviving handicrafts of present-day Britain were those 
that prevailed before ever the Trade Boards were thought of. 
But these are unimportant. Professor Gras has written a sketch 
of industrial progress highly stimulating to thought. His net 
brings to the surface new data from almost every age and every 
country. He has an eye for the picturesque, yet he never allows 
the reader in contemplating the past to forget that he is living 
in the twentieth century. His book should be of special value 
to those who, entering modern industry, are curious to know 


both how it has arisen and where it is tending. 
T. S. ASHTON 
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An Introduction to the Political Economy of Burma. By J. §. 
FournivaL., I.C.S. (Retired). (Burma Book Club, Ltd. Res, 
2.12, or 4s.) 


In his preface to this compact little volume, Mr. Furnivall 
points out that it is not a text-book of economics, but that it 
deals with the economic aspects of the social and political organ- 
isation of Burma. He claims that the mere statement of the 
facts carries its own implications and that these facts are 
argument for the recognition of Nationalism in Burma as a 
policy not only for Government but for all Europeans there, 
even if their interest in Burma is strictly economic. Despite his 
disclaimer, this book is, in fact, based on lectures delivered to 
students of economics in the University of Rangoon, and it is 
open to question whether the statement of such advanced political 
views as Mr. Furnivall indulges in should find a place in a course 
of lectures delivered to impressionable and inexperienced youths. 
Mr. Furnivall’s political views may be summed up by saying 
that, like so many visionaries, he looks back with enthusiasm to 
a Golden Age which has all the glamour of remoteness to those 
who have not had the misfortune to live in it, and attributes 
the whole breakdown of the social organisation to the ordered 
Government which followed the annexation first of Lower and 
then of Upper Burma. 

Sufficient comment on his views is contained in Mr. Furnivall’s 
own words. Of Upper Burma he says, ‘“‘ Over most of Upper 
Burma the rainfall is so uncertain that there was often local 
scarcity and sometimes widespread famine . . . epidemics were 
not infrequent and would often wipe out whole villages. . . . In 
addition to these natural causes of instability, social life was 
made precarious by long-drawn-out wars and frequent civil strife. 
. . . Although there was a highly complex social organisation 
based on custom the continual disturbances never allowed custom 
to become a binding force.” Of Lower Burma: ‘ The continual 
warfare between Pegu and Ava, terminating with the subjection 
of Pegu in 1754, laid waste vast areas over which the breakdown 
of the social order, always imminent in Upper Burma, actually 
took place. In the Revenue Inquests of 1145 and 1164 B.E. we 
read of whole townships which had lapsed into tall jungle and 
high grass where the elephant dwelt and the tiger held dominion. 
When the British arrived nearly 100 years later, much of the 
country still lay waste. Hence, over the greater part of Lower 
Burma there was no village life, but a few scattered families 
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cultivating paddy in small clearings in the jungle.” Everyone 
is entitled to his opinion as to whether the substitution for this 
warfare and disorder of British peace and order has been an 
advantage or otherwise to the people of Burma. 

In this review, however, we are not particularly concerned 
with Mr. Furnivall’s political views, and it may be said at once 
that his little volume gives an excellent picture of the agricultural 
practice and economics of Burma. For the economics of Burma 
are practically the economics of its agriculture. Although the 
largest of the Indian Provinces it is the most sparsely populated, 
the density of population being only 57 per square mile as against 
226 per square mile for all India. It is the most literate of all 
the Provinces, the average number of literates over the age of 
ten being 576 males in Burma in every 1000, as compared with 
161 in India, and 123 females in Burma as against 23 in India. 

The agriculture of Burma is determined almost entirely by 
the rainfall. It may be said that wherever this is adequate the 
only crop grown is rice. In Lower Burma nine-tenths, and in 
Upper Burma about one-third, of the cultivated area is cropped 
with rice. The smaller proportion in Upper Burma is, of course, 
due to the more precarious rainfall, and while, in Lower Burma, 
there is practically but one crop, grown on what has become an 
industrial basis, in Upper Burma we have the mixed farm growing 
cotton, ground-nuts, sessamum, pulses and millets. The sterner 
conditions of life in Upper Burma tend to produce a hardiness of 
character which is not so marked in Lower Burma, where con- 
ditions are so much easier. Mr. Furnivall’s book gives a very 
clear description of the various conditions which affect this vast 
agricultural population. He details the methods of cultivation 
of the various crops, and comments on failures—in Upper Burma 
generally due to a deficiency and in Lower Burma to an excess 
of rain. From this he passes to an interesting description of 
rural economy under Burmese rule, where apparently the popula- 
tion was ‘‘regimented” on a semi-military basis, everyone 
belonging or being supposed to belong either by birth or marriage 
to a definite regiment or order, somewhat on the lines of the 
feudal system of medieval Europe. In Lower Burma this regi- 
mentation was apparently according to class, e.g. fishermen, 
brokers and the field cultivators all had their own headmen. 
When the British arrived they introduced the village system, by 
which the village is the lowest administrative unit. In a country 
where there are over 35,000 villages and only some 80 towns, and 
where practically everyone is engaged in agriculture, one would 
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imagine that the village would be the best unit on which to build 
an administrative structure. Mr. Furnivall, however, seems to 
consider that the regiment system was the better, and sees in 
this introduction of order by the British Government a menace 
to the survival of national tradition. We have already indicated 
above by extracts from his book how matters were tending 
before the British occupation. 

The opening of the Suez Canal in 1869 completely revolu- 
tionised the economic relations between East and West, and in 
Burma it had the almost immediate effect of industrialising the 
rice crop of Lower Burma and, to an extent, part of the agri- 
culture of Upper Burma. In Lower Burma prior to the opening 
up of markets the land was originally under a system of peasant 
proprietorship, each cultivator just producing the surplus over 
his own requirements necessary to barter for the other com- 
modities of life. With the advent of the British internal war 
ceased, peaceful conditions were established and security of tenure 
guaranteed. People migrated from the more precarious tracts of 
Upper Burma to Lower Burma, where they opened up the jungle 
lands. The opening of the Suez Canal gave an impetus to trade 
of all kinds and, in particular, stimulated the paddy trade, which 
now found a demand from outside. The price of paddy went 
up and the peasant proprietor found that he could not only 
supply his own wants, but could also sell his surplus paddy. As 
a result, the temptation to take in more land was too great to 
resist, and the stage was finally reached where the cultivator had 
much more land than he himself could manage. The transition 
to the stage of landlord, non-resident on the land, who simply 
owned the land but did not work it, was rapid. These non- 
resident landlords exchanged the discomforts of the small villages 
for the amenities of the nearest town, rented the land out to 
their tenants and simply drew the rents. The present position 
is that in Lower Burma we have a large number of non-resident 
landlords living in the towns; the tenants of these landlords, 
more or less migratory, cultivating here one year and there the 
next, and at the bottom a completely landless class of labourers. 
Another aspect of the industrialisation of the rice crop of Lower 
Burma is due to the fact that as the crop is grown under uniform 

conditions, the same kind of labour is wanted at very much the 
same time. There are three main processes: (1) the ploughing 
of the land; (2) the transplanting of the seedlings, and (3) the 
reaping and winnowing of the crop, all of which can be performed 
largely by unskilled labour. There is thus a large demand for 
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unskilled labour at recurring intervals and, owing to Indian 
immigration, there is always a large supply of this labour avail- 
able just at the time when it is most wanted. As Mr. Furnivall 
points out, the result has been that the division of labour has 
proceeded as far as is possible in agriculture and resembles the 
division of labour found in industrial organisation. Mr. Furnivall 
discusses fully the position of landowners, cultivators and 
labourers both in Lower and Upper Burma, and deals very 
fairly with the problem of Indian immigration, without which it 
is doubtful whether the Delta could have been opened up as it 
has been. But this has had its disadvantages and has opened 
up many social and economic problems. 

In his chapter on Capital and Debt Mr. Furnivall very clearly 
indicates how the vast amount of agricultural debt in Lower 
Burma has been piled up. The urge to take up more and yet 
more land which tempted early settlers in the Delta naturally 
involved more and more capital, and the chettiars of Madras, a 
great banking caste, were quick to seize the opportunity, while 
Burman money-lenders were also prepared to accommodate. As 
in all countries, easy money is to some men a boon and to others 
a curse, and the experience of Burma has in no wise been different 
from that in other newly-opened-up countries. Government’s 
contribution to the solution of the problem has been the Land 
Improvements Loans Act of 1883 and the Agricultural Loans 
Act of 1884, followed by the co-operative movement. It is to 
be feared, however, that with all these advantages the much- 
abused chettiar still holds the field. His methods at least have 
the advantage that they are strictly businesslike and that the 
last thing he really wants is the land. 

In his concluding chapters Mr. Furnivall is rather inclined to 
allow his enthusiasm for Nationalism to obscure his economics, 
and there seems a hankering after a Burma self-contained and 
untouched by world progress and influences. Were it possible 
in modern conditions for a country to stand alone and in isola- 
tion, then surely none is better qualified for the experiment than 
Burma. It has a small population and unlimited resources; it 
is practically self-contained; it has vast uncultivated areas and 
ample supplies of food-stuffs, of timber, of oil and of minerals. 
Detached from all outside influence the conditions of life would 
be ideal. But such isolated Utopias are, unfortunately, now 
impossible and Burma has not been slow to adapt herself to 
some of the changed conditions of modern civilisation. It is 
unfortunate that Mr. Furnivall shuts his eyes to what his own 
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fellow-countrymen have already done in the development of the 
country—a development which has been as much to the interest 
and advantage of Burmans as of themselves. According to him, 
the main obstacles to the development of Nationalism have been 
the educational system and the British business man : he makes 
no mention of any inherent defects in the Burman. Some of 
these defects may really be counted amongst his virtues, e.g. the 
tendency to spend vast sums on pagodas and other works of 
merit—meritorious but unproductive—and a general disinclina- 
tion to hoard money. These customs, excellent though they are, 
materially limit one factor which goes to the production of 
wealth, namely, Capital; and those who have lived long in 
Burma can gauge the limitation which the Burman character 
brings to the other factor—Labour. 

Let us hear the conclusion of the whole matter: ‘‘ The chief 
opposition to the rebuilding of civilisation in Burma may be 
looked for in the attempt of European men of business to safe- 
guard their supposed interests. If, as is but too probable, the 
obstacles prove insurmountable, the end of British influence in 
Burma can be only a matter of time and, after a period of anarchy 
more or less prolonged, our descendants may find Burma a 
Province of China. China has a great civilisation, and it is quite 
possible that the absorption of Burma by the Chinese will be the 
best destiny for Burmans. Then the European visitor, looking 
at Burman lads playing Burmese and Association football, will 
probably reflect that at least one valuable element of Burmese 
civilisation outlasted British rule and that there is one good 
thing we gave them. But this will be an inglorious, if not unfit- 
ting, memorial of British rule in Burma.” To which forecasts 
of their future Burmese and Europeans alike may exclaim: 


** Save us from our friends.” 
J. MACKENNA 


Statistical Contributions to Canadian Economic History, with an 
Introduction by W. A. MacxkrntosH. Vol. I, Statistics of 
Banking, by C. A. Curtis; Vol. II, Statistics of Foreign 
Trade, by K. W. Taytor; Statistics of Prices, by H. MicHELL. 
Pp. xii+ 93: 93, with charts. (Macmillan Company of 
Canada. 1931. $10-00 (Canadian.)) 


Or these excellently printed studies, Vol. I is confined to 
Banking. The exposition here is formal; it is concerned not with 
changes of bank policy or controversial topics, but with the 
difficulties which had to be overcome in obtaining continuous and 
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consistent series; and it explains clearly what each table means. 
For so young a country the fullness of her Banking statistics is 
hardly less remarkable than the stability of her banking in- 
stitutions. The charts, pp. 71 e¢ seq., suffer from being all in one 
colour; for the lighter lines cannot be distinguished where they 
overlap. 

Vol. II provides more interesting fare for the general economic 
historian. It opens with an admirable exposition by Mr. Taylor 
of the Canadian Balance of Trade. He writes (almost with his 


tongue in his cheek, for he lives now in Hamilton, Ont.): “A 
favourable balance of trade . . . is popularly regarded as a sign 
of prosperity.... The figures ...show that just the 
opposite is true. ... Years of active business and rapid ex- 


pansion have almost invariably been marked by growingly 
unfavourable trade balances, and dull years or years of depression 
by increasingly favourable balances” (p. 3). “‘ The explanation 
of this paradox lies in ‘ capital imports.’ . . . Expansion means 
construction, construction means foreign borrowings, and foreign 
borrowings mean heavy import of capital goods, raw materials, 
and the necessities and decencies of life for the thousands of 
men engaged in capital construction work ”’ (p. 4). 

Mr. H. Michell, to whose pioneer work Canada has long owed 
a debt of gratitude, follows with a bold sketch of price history from 
1848. He disproves (if disproof were needed) the foolish remark of 
Werner Sombart (Economic History Review, I1. No. 1, p. 5, 1929), 
that ‘‘ there is no such thing as a history of prices.”” Sombart’s 
turgidities would be less tiresome if he worked sometimes on these 
lines. Mr. Michell’s method is to quote from standard authorities 
—Shortt, Skelton, Rayton—and reveal the accord between the 
historians and his figures. They are specially illuminating for the 
Crimean War. But p. 51 repeats a sentence which I for one have 
never been able to accept: ‘‘ Canada was not alone in feeling the 
strain of the ’eighties and ’nineties. It was a world-wide epoch 
of trial and in many instances of cruel disappointment and loss.”’ 
For Canada perhaps, but surely not for the England of the Jubilee 
and Diamond Jubilee, those festivals of complacent stock-taking 
in 1887 and 1897 respectively. And Marshall, I think, would have 
agreed with me. He was always at pains to point out the non- 
monetary causes of the price fall of the 1880’s (Mr. Michell, indeed, 
quotes these at length, p. 52); and it is clear from his evidence 
before the Gold and Silver Commission that he viewed with con- 
siderable confidence the economics of a falling price level, having 
regard especially to its beneficial reaction on real income and wages. 
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It would help the reader if marginal references were given 
here and there. Thus on p. 51, in the matter of Rockefeller and 
petroleum prices, is it to the table on p. 83, Coal Oil, Prime White 
American, that we should turn ? I see no petroleum table. 

Mr. Hurd and Mr. Brooks conclude an excellent volume with 
a study of certain individual wholesale prices, 1868-1913. It is 
pleasing, also, to note that both Mr. Taylor and Mr. Michell ac- 
knowledge with gratitude the assistance they have received from 
the enlightened statistics of the Dominion Bureau of Statistics 
under Mr. R. H. Coats. If this kind of liaison could be extended 
to the Empire, we should soon have a uniform body of Imperial 
Statistics. I am no statistician, and Mr. G. Udny Yule is so kind 
as to add in brackets a note on the statistical technique. 


There is not much comment to be made from the standpoint 
of statistical method, and that only on the matter of Vol. II. In 
the statistics of foreign trade, a measure of ‘‘ volume ”’ is obtained, 
in the familiar way, by revaluing all items at the values of 1900. 
Where quantities are not given in the returns, prices are assumed 
to have moved in harmony with the prices of the most closely 
related commodities for which quantities are given. In the case 
of index-numbers of prices, the geometric mean is used, it being 
held superior to the arithmetic mean ‘“‘ where no feasible method for 
weighting the various commodities is possible.” It may be 
remembered, however, that the Board of Trade index-number of 
wholesale prices is based on a weighted geometric mean, and the 
choice of the geometric mean would seem to be justified rather on 
the grounds of (1) the facility it offers for dropping old and 
inserting new commodities, calculating ratios by the chain method 
from year to year, (2) its freedom from any effect of choice of 
base-year. A chart is given (p. 88) showing index-numbers based 
on both the arithmetic and geometric means, and the divergence 
in early years seems to be considerable : there is a slip in the title, 
the lower curve being that for the geometric mean. The volume 
concludes with an interesting study of the cyclical movements of 
individual commodity-prices, 1868-1913. Methods used here are 
quite elementary, but bring out interesting points in the sequence 
of revival and recession for different commodities, and in their 


relative variabilities. 
C. R. Fay 
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A Modern Economic History of South Africa. By D. M. Goop- 
FELLOW. (Routledge. Pp. 267. 10s. 6d.) 


THE theme of this book is somewhat narrower than its title 
would appear to indicate; it is essentially a study of the effects of 
gold-mining on the economic structure of South Africa. Begin- 
ning with a survey of South African conditions as they existed 
before the opening-up of the Rand—-still mainly primitive and 
pastoral, with industry and even agriculture only developed to a 
slight degree in exceptionally favourable localities, and only 
beginning to be disturbed by the diamonds of Kimberley—Mr. 
Goodfellow proceeds, in the main part of his book, to examine the 
development of this economy between the years 1890 and 1910, 
under the pressure of a highly profitable industry established in 
its midst. He concludes with two essays on particular aspects 
of economic history since Union—one on Native Labour and one 
on Land Settlement—but the main body of his narrative stops in 
1910. 

South African economic history, during this critical period, is 
not only of considerable interest in itself, but is a typical case of a 
general process which has gone on whenever some highly 
capitalistic industry (generally mineral) has been established in 
an undeveloped country. Some of the features of the process 
were more or less inevitable. Such are the import of capital, the 
influx of skilled labour, the growth of subsidiary industries 
(including transport), the gradual development of existing 
industries to serve the needs of the new market and to take 
advantage of the new equipment constructed for other purposes, 
but now available for them. It is probably inevitable that these 
latter movements should be slow, since it takes time to shake the 
old industries out of the rut of custom. (Mr. Goodfellow points 
out that Transvaal agriculture showed little development until 
the turn of the century.) This being the case, it is probably also 
inevitable that Governments, representing the interests of the old 
inhabitants, should desire to hurry up the development of “ their ” 
industries, and to retain within the country as much as possible 
of the gain accruing from the overseas investment. 

That this has generally been the policy of South African 
governments (whether avowed or not) is obvious; much of Mr. 
Goodfellow’s book is taken up with an examination of it, 
although, unfortunately, he does not enable the reader to get a 
view of the policy as a whole. One side of it (perhaps the most 
important)—that of railway development—he does discuss in 
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some detail, and this forms one of the most interesting sections of 
his book. The story of Cape Colony’s railway building, the 
three main lines built on the strength of diamonds, and extended 
for gold, only to meet the threat of devastating competition from 
Durban and Delagoa Bay, is not only of immense importance for 
South Africa’s political history, but is also a highly instructive 
“case” in railway economics. From one point of view, it may 
be used to point the dangers of political influence in State railway 
construction; this is the reflection most immediately suggested 
by the way Mr. Goodfellow marshals his facts. Clearly the Cape 
did not prove able to afford to build and manage railways in the 
way she did; in the years before Union her finances were becoming 
more and more alarming, largely for this reason; finally, she was 
forced into Union on unfavourable terms to avoid financial 
collapse. But from another angle, “extravagant” railway 
building might be justified as a convenient means of intercepting 
mining profits for the benefit of South Africans; the competition 
of the coastal provinces would have deprived them of any oppor- 
tunity of sharing in these gains (and since they had drawn on 
their anticipations, would have driven them into bankruptcy). 
“The Dominant North ” could draw its rent in any case; and it 
could make the other provinces pay for a share in the spoil. 

On the relation of gold-mining to the other chief characteristic 
of South African economics, Native Labour, Mr. Goodfellow has 
much of interest to say. His chapters on the recruitment of 
natives for the mines are probably the best thing that has been 
written on this important subject. He shows how the system of 
recruiting labour by corporations, run by all the mines in 
collaboration, grew up because of the evils of misrepresentation and 
indebtedness to traders which a competitive system engendered. 
He admits that the joint system of recruitment has not altogether 
removed such abuses. But he does not make it as clear as is 
desirable that the joint system is one of monopoly, so that the 
native mine-worker is exploited, in the strict economic sense of 
the term. (This is made very clear by the reluctance of the mines 
to raise wages, because they are afraid that the supply of labour- 
time would fall off.) And the evil of exploitation is greater, not 
less, because the wages of mine-workers compare favourably with 
the wages paid to natives in other employments. 

On these matters, and also on the general problems of agri- 
culture, which occupy a large portion of the book, Mr. Good- 
fellow has done valuable and original work. He realises clearly 
that “ South Africa is one of the most difficult pieces of land which 
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white people have ever attempted to settle’; and this is un- 
doubtedly the first requisite of sanity in dealing with South 
African economics. But it must be confessed that the general 
impression left by the book is somewhat unsatisfactory. Partly 
this is due to haphazard arrangement; the reader is jumped 
from one thing to another without any thread, logical or other, 
appearing to connect one section with its predecessor. But partly 
it is due to the somewhat arbitrary selection of subjects. Mr. 
Goodfellow’s excuses for not giving a more serious account of 
mineral development itself, and of the development of foreign 
trade in the central period, seem altogether insufficient. And 
why do we get nothing about European labour, about trade 
unionism, or about native labour in other than the two main 
employments? With these deficiencies, one can only conclude 
that while anyone who comes to write an economic history of 
South Africa will have to use this book, Mr. Goodfellow has not 


done the job. 
J. R. Hicks 


The Mines of Mendip. By J. W. Gouau, M.A., Lecturer in 
History at the University of Bristol. (Clarendon Press. 
1930. 15s. net.) 


In recent years research has been busy on the subject of 
early mining in this country, and already the evidence which 
has been accumulated makes it clear that long before the Indus- 
trial Revolution, the contribution of the mining industry to 
economic progress was in its total very considerable. The 
present work on the Mendips records the result of investigation 
into a district which was for many centuries one of the im- 
portant industrial areas of Britain, for the Mendips, with the 
Derbyshire hills and the Welsh mountains, provided between 
them the greater part of the lead supply of the country. In 
estimating the importance of the industry, we must not forget 
that until comparatively recent times, lead was one of the most 
widely-used of the metals. Its non-corrosive properties were 
appreciated by the Romans. It played an important part in 
medieval economy. Not until the seventeenth century, how- 
ever, with the improved methods of mining and the great develop- 
ments in building, did the output of the British lead-mines reach 
its maximum. By the close of that century, the more accessible 
lodes in the Mendips were exhausted and deeper working had 
become necessary. Difficulties of drainage increased, output 
declined, and by the nineteenth century the workings failed to 
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compete with the world supplies of lead ore which were becom- 
ing available. 

It is somewhat surprising that we have had to wait until the 
present for the full story of the rise and decay of this important 
area. True, particular phases of the subject have been treated 
in scattered papers, but this is the first time that the information 
has been brought together and a systematic and exhaustive 
search made of the available records. The author knows his 
district well and is familiar with the local terms in use. Interest- 
ing sidelights are thrown on methods of working, and these for 
the most part appear to have been the same in the Mendips as 
elsewhere, though Mr. Gough makes little attempt to compare 
the conditions with those obtaining in other districts. He has 
consulted the record-sources very fully, but certain classes of 
the medieval documents included in the bibliography could hardly 
be expected to yield much information on an industry carried 
on under local ownership. 

The legal aspect of the study naturally occupies an important 
section of the work, for no history of the early days of mining 
would be complete without some reference to the mining laws, 
such as those which protected the free mining communities of 
the Forest of Dean or of the Stannaries of Cornwall. Before the 
close of the Middle Ages a code of mining custom was in existence 
in the Mendips, and it is probable, as the author suggests, that 
these rules, prescriptive in origin, dated back to earlier times, 
possibly to the early Middle Ages when‘ the Mendip region was 
royal forest. With the grant of certain lordships in the area, 
however, to four Lords Royal, the legal position of the lead- 
miners suffered and, except on the open wastes, they were de- 
prived of certain of their privileges. The lead mines now come 
to be exploited on ordinary manorial lines and through manorial 
officers, a fact which to some extent explains why the informa- 
tion for the medizval period is somewhat disappointing. 

It would be difficult within brief scope to give an adequate 
idea of the contents of this interesting volume. Needless to say, 
the work has a value far beyond the bounds of the Mendips. 
It is a useful contribution to the literature of economic history 
and is invaluable for the study of early mining. 

Wiu1aM ReEEs 
University College, 
Cardiff. 
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The Japanese Population Problem. By W. R. CROcKER. 
(London: Allen and Unwin. 1931. Pp. 240. 10s. 6d.) 


Durine the last decade the Japanese have become acutely 
conscious that they have a population problem, and there is a 
widespread belief that it is the source of the most serious difficul- 
ties in which their country is mvolved. The problem, expressed 
briefly, is whether the Japanese can maintain or improve their 
standard of life in face of the great increase in their numbers 
which is likely to take place in the next quarter of a century, and 
this leads to the further question of under what conditions a 
solution may be achieved. Mr. Crocker’s work is based on 
personal inquiries in Japan as well as on printed sources; but, 
though the author has made a useful contribution to some aspects 
of his subject, yet, judged as a whole, his book is far from being 
the comprehensive study for which one has waited. A serious 
defect in the work arises from the fact that, while the author’s 
thesis might have been exhausted in a pamphlet or a substantial 
article, he has felt himself under the obligation of producing a 
book of conventional size. Consequently, it is full of repetitions 
and of obvious “‘ padding ” which have obscured its very real 
merits. For example, the first quarter of the book consists of 
trite reflections on international politics in the Pacific area and 
on Japanese civilisation in general; while a chapter on Indus- 
trialism in Japan is prefaced by ten pages of irrelevant remarks on 
the future of international trade. In a word, the book contains 
a combination of sound analysis and of intolerable prolixity. 

One of the best parts of his work is that in which the author 
examines the statistics of population and estimates future 
probabilities. He is not misled by crude “‘ rates of increase,’’ but 
he concentrates on the absolute annual additions to numbers 
which are to be expected. He shows that while the high fecundity 
of the Japanese marriage is falling, through a retardation of the 
age of marriage and through contraception, numbers are likely 
to grow rapidly in the next two decades because of the age- 
composition of the population. Mr. Crocker mentions the effect 
on fecundity of the Japanese Family System and of Shinto, 
and he quotes the view that these influences are as powerful as 
those operating in Roman Catholic countries. The reviewer 
himself, when in Japan, agreed with this view; but the general 
opinion now appears to be that industrialism and Westernisation 
are rapidly destroying the traditional social ideas and habits 
which favoured large families. Mr. Crocker refers to the 
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restricted sphere of women in Japan; but he does not discuss the 
effect of their status on the birth-rate, nor the extent of the 
changes in that status which are beginning to take place. 

The author then considers whether Japan will be able to 
produce the food required by the additional population. He 
argues that the real cost of producing the main food-stuff, rice, is 
already very great, and that its relatively high price of late years 
has failed to compensate the farmer for the increased effort needed 
to expand the output. Only the development of sericulture has 
enabled the peasant to bear this burden. The conclusion, with 
which most inquirers into the problem will agree, is that Japan 
will have to rely to an increasing extent on imports of food, and 
that she will be obliged to make great changes in her national diet. 
Mr. Crocker does not discuss, however, the important question of 
how far it will be possible to convert the large area of Japan 
(about five-sixths of the total) which is unsuitable for rice cultiva- 
tion and is now forest-clad, into grazing land for live-stock, if a 
considerable demand for animal foods should grow up. 

If Japan has to import more food-stuffs, she must obviously 
increase her exports, and a chapter is devoted to the probable 
terms on which she will be able to conduct this greater foreign 
trade. Here, of course, is the crux of the problem. Will Japan 
be able to exchange her own products for foreign food-stuffs and 
raw materials on terms which will enable the recent improvement 
in her standard of life to be maintained? Obviously, no con- 
clusive answer is possible. Mr. Crocker notices some of the 
determining factors, and he is specially concerned with those 
dangers of a highly specialised export trade that have worried so 
many Japanese economists. He discusses, also, the difficulties 
which will accompany attempts to sell abroad more cotton goods 
and more raw silk which now comprise about two-thirds of the 
total exports, or to develop a more diversified trade, in order to 
obtain greater quantities of imported foods. It is probably true 
that international trade in the future is likely to be more unstable 
than in the past, and that a country with a highly specialised 
export trade is in a vulnerable position. But the reviewer 
suggests that the subject should be approached from a rather 
different angle and that some attention ought to be given to the 
fiscal protection from which the agriculturist now benefits. The 
problem may be stated in this way. The abolition of import 
duties on food-stuffs, accompanied by a change in diet, should 
permit a reduction in the cost of living of the urban population and 
so an expansion in the exports of manufactured goods. But 








1 


t] 


a - ao 


~ 
— 


> OC FG 


— 


eH © © DD =| DO 


— sr = DM DD OO 


fom fa gai» teat 


RCH 


the 
the 


to 
He 
, is 
ars 
led 
has 
ith 


an, 








1932] COLE : FRENCH MERCANTILIST DOCTRINE 115 


should Japan pursue this policy, especially if it is accompanied by 
the reorganisation of Japanese agriculture on modern lines. that 
Mr. Crocker advocates, she will tend to destroy her peasantry. 
This class provides the tedious manual labour required for the 
production of raw silk which forms 40 per cent. of Japan’s exports. 
Thus, a policy of free food imports, which the increasing population 
would seem to need, will necessitate a very rapid growth indeed 
in the foreign markets for manufactured goods, since such a 
policy will strike at the basis of the largest branch of the present 
export trade. A redistribution of Japan’s economic activities on 
an enormous scale, therefore, appears to be imminent, and the 
social and cultural consequences of this change are likely to be 
very serious. Western nations must certainly expect to be faced 
with increasingly severe competition from Japan in the world’s 
markets. 

Mr. Crocker deals admirably with the possibility of emigration 
affording relief. He makes the point that under conditions in 
which a fall in fecundity, i.e. in the corrected birth-rate, is 
accompanied by a rise in the rate of increase, emigration may be 
a partial solution for over-population, and he advocates the 
admission of Japanese into the under-populated areas of the 
Pacific. 

The book would have been more satisfactory had the author 
employed a less pretentious and diffuse style. Interrogations 
abound. There seems no good reason for a sentence of twenty- 
seven lines in length on pp. 186-7. Phrases like ‘“‘ the smooth, 
slinking, tigerish motion of the Foreign Offices ’”’ mar a book which 
has just claims to being a contribution to scholarship. On p. 219 
the author writes: ‘‘ Estimates of the population—they can 


hardly be called censi. . . .”’ No, indeed ! 
G. C. ALLEN 


University College, 
Hull. 


French Mercantilist Doctrine before Colbert. By CHARLES WooL- 
sEY Cote, Ph.D. (New York: Richard R. Smith, Inc., 1931. 


Pp. xiv + 243. $2-50.) 


Dr. Wootsey has produced an interesting little book and 
has chosen an opportune moment for its publication. Many of 
the arguments and recommendations of the patriots whom he 
quotes have a familiar and modern ring. ‘‘ Keep out foreign 


goods, utilise your own resources, increase your export trade ” 
12 
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is as much the popular cry in every country to-day as it was in 
France at the close of the sixteenth century. 

It can probably be shown, the author hazards, that the mer- 
cantilist attitude of mind is the normal one for human societies, 
and he finds traces of mercantilist flavour in the regulations of 
Ptolemaic Egypt. The most usual approach to the subject is 
through the study of Colbert, yet Colbert built on ground pre- 
pared by Richelieu, who, in his turn, found a whole body of doc- 
trine ready to his hand. The first chapter of the book deals with 
“ Mercantilism in scattered concepts 1453-1589,” and quotes a 
number of passages from the Cahiers of the Estates General and 
other contemporary writings. The burden of these is always the 
same : the writers deplore the extreme luxury of the rich and the 
existence of an increasing class of idle and vicious poor. The 
two phenomena are closely related, since expenditure on foreign 
luxuries drains money from the country, and the consequent 
impoverishment produces unemployment. 

After the middle of the sixteenth century, we are told, the 
value of a large supply of bullion was an almost axiomatic basis 
of argument in France. Bodin, who is credited with laying the 
foundation of the quantity theory of money, could not, of 
course, be a whole-hearted bullionist. He does, however, de- 
precate luxury; he argues for increased home production, and 
would protect the home market by import duties on manufactured 
articles and export taxes on staples, but he is anxious to encourage 
trade as a means of increasing international good-will. Professor 
Cole gives a sympathetic account of Laffemas, tailor and valet 
de chambre to Henry of Navarre, and subsequently Contréleur 
Général du. Commerce, who is best known for his efforts to 
introduce the establishment of the silk industry in France; 
of Montchrétien, unstable and erratic, but intensely patriotic 
and a good mercantilist; and in less detail of de Bertigny, 
Gentillet, Scipion de Gramont, Cruce and Sully, with extracts 
from all their works. The entire volume gives a clear picture of 
the prevailing attitude of the economists, who appear to differ 
from each other only in being more or less bullionist, and in the 
degree of suspicion and dislike of the foreigner that is admixed 
with their loyalty to France. There is more than a family re- 
semblance in their arguments, and though the extracts are pic- 
turesque and telling they are rather many and rather long. 
The book is, however, good reading, and affords an interesting 
approach to the study of later French mercantilism. 

H. REYNARD 
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Politics and the Younger Generation. By A. L. Rousse. (London: 
Faber and Faber.) 

Tus is an exhilarating book. It exhibits in a clear and 
comprehensive way the attitude to social policy of that part of 
the younger generation which has found its way, in the post-war 
years, into the Labour Party. Its importance lies, as I think 
Mr. Rouse himself would agree, less in the actual details of its 
underlying argument than in its total impression. It is the 
work of a lively and generous mind with a real power of seeing 
the wood as well as the trees. In a real sense, it may be regarded 
as a significant manifesto of the younger Labour “ intellectuals.” 

Broadly, I think, Mr. Rouse may be called a Marxian socialist 
who interprets the transformation we are witnessing in terms of 
a recognition that the decay of capitalist civilisation demands 
its deliberate reconstruction while there is yet time. He is 
dissatisfied with a society divided into economic classes. He 
rejects the order of emphasis we place upon the incentives to 
production. He dislikes the way in which the Churches stand 
in the way of a healthy secularism. Social Democracy for him 
means economic equality as the condition upon which alone a 
spiritually adequate society is attainable. He sees that the ideal 
of free competition is unsatisfactory because it deprives the 
masses of security ; and he insists that without security the name 
of freedom is as high-sounding as it is empty. He is an eager 
internationalist to whom the lesson of the war is the need to 
reorganise our political institutions in terms more suited to the 
realities they endeavour to express. 

Perhaps the best clue to Mr. Rouse’s approach is to be found 
in one characteristic sentence. ‘‘I do not believe,” he writes, 
“that a man who has no comprehension of the Marxist stand- 
point as regards politics and economics, understands the realities 
of modern society.” That is a hard saying for English economists 
who have been content to exhibit the patent flaws in the Marxian 
theory of value as dispensing them from the need to grasp the 
general philosophy in which it is a very small and unnecessary 
part. Mr. Rouse sees clearly that the social philosopher who 
neglects the economic interpretation of the phenomena about 
him will miss the central clue. The whole complex of our social 
relations is determined by the way in which we earn our living. 
Capitalism is a way in which the means of production are owned 
by a few, and their power to make profit by that ownership 
determines the essential social relations. For Mr. Rouse, the 
result is patently inadequate. It limits the attainment of good 
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to a small number in society. It places the value-determining 
institutions in their hands; and what is achieved ministers to 
the very partial conception of good with which they are prepared 
to be satisfied. 

Mr. Rouse would, I think, agree that his analysis is more 
powerful on the negative than on the positive side. He is able, 
always with point and clarity, to put his finger on the things 
that are wrong; he becomes more general, and less satisfactory, 
in his effort to show how they may be put right. His broad 
approach is clear enough; he wants a society built upon function 
instead of power. But while he sees its desirability, he is better 
in his effort to demonstrate that it is desirable than in showing 
precisely how we may attain it. He has plenty of admirable reforms 
to recommend; what he does not (for one reader at least) really 
show us is how they can be made to seem admirable to those in 
whose effective dispossession they are to result. 

In a word, I find it difficult to believe that Mr. Rouse has 
met the really formidable dilemma with which his own Marxian 
interpretation presents us. The present society, he says in effect, 
is an unjust society because its relations are merely a reflection 
of class-power. We need a classless society from which the virus 
of power is removed. We can get it if those who now govern 
in their own interest Lave a change of heart and take wider 
views; or it might come (though this would be less satisfactory) 
in the aftermath of revolution. His picture of the philosophy 
which would become dominant with that change of heart would, 
I am sure, appeal to many generous minds. My difficulty is the 
absence of any way of making the change of heart effective. Mr. 
Rouse obviously has great faith in the results of a better educa- 
tional system, and in the removal of those religious prejudices 
which deflect so many minds from this world to the next. But I 
think he wholly under-estimates the tenacity with which the 
governing class clings to the convictions he deprecates. They 
hold them, not in malice, but in the genuine belief that they are 
the condition of social good for others not less than for themselves. 
Mr. Rouse has an almost eighteenth-century faith in the power 
of reason to change them. He under-estimates, I suggest, the 
degree to which men who live differently think differently. 

All this does not alter the fact that no one can read his 
book without being impressed by it. Mr. Rouse has read widely, 
he is full of ideas, and he has a coherent and well-knit point of 
view. His next book may well be an event in social philosophy. 

H. J. Lasxi 
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Social Politics and Modern Democracies. By CHARLES W. PipKIN. 
D.Phil. (New York: The Macmillan Co., 1931. Vol. I. 
England. Pp. xxxiv + 337. Vol. II. France. Pp. 411.) 


THE main theme of these two volumes is the development of 
social legislation and administration in England and France since 
1900. ; 
Volume I devotes a preliminary chapter to the background of 
the English social movement, and then proceeds to an historical 
survey of our social legislation. Factory Acts, Education Acts, 
Housing and Town Planning Acts and Social Insurance are suc- 
cessively reviewed, with a special chapter on the Budget of 1909 
and the Constitutional crisis. Professor Pipkin then passes to a 
discussion of the growth of Trade Unionism, the political and 
industrial alliance of the British Labour Movement and the 
growth of the power and influence of the Labour Party. The 
student of economics in this country will find nothing new in 
this account, but considerable interest in the presentation of 
very carefully collected material by a writer who has not lived 
through what he describes, but who brings to his work the 
advantages of impartiality and freshness of mind. 

It is hardly to be expected, where the ground covered is so 
wide, that every portion of the work should be of equal merit. 
Thus the account of Employers’ Liability and Workmen’s Com- 
pensation is somewhat scanty, nor is it correct to state that the 
law requires every employer to insure his workmen against the 
risks of their employment. The statement, in another connection, 
that in 1909 the policies against death taken out by the working 
classes numbered 42,000,000, is on the face of it improbable. 
The detailed survey of the Trade Union movement begins some- 
what abruptly in 1899, and neither the account of the Taff Vale 
case nor that of the Osborne judgment is very informing. The 
author relies too much, as is perhaps inevitable, on Parliamentary 
and other official records. But legislation, as we know, some- 
times produces results surprisingly different from those at which 
it aimed, and the most patient study of Hansard, and even of a 
formidable list of authorities such as are quoted in the Biblio- 
graphy at the end of the volume, does not necessarily enable a 
writer either to capture the atmosphere in which the events 
occurred or to estimate their consequences. 

This difficulty is accentuated in the description of France, 
where the account of social legislation, and more especially of 
the complicated machinery of advisory and consultative organ- 
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isations, is somewhat confusing. It frequently happens that 
terms are used and institutions are quoted in earlier portions of 
the work, although they are not adequately defined or explained 
until later. The Conseils de Prud’hommes, for instance, are 
repeatedly mentioned, but it is not until p. 117 at the end of Chap- 
ter IV that they are described, and their method of working 
expounded. It is assumed throughout that the reader is familiar 
with the Syndicats, and while many pages are devoted to legis- 
lation concerning them, to projects introduced, rejected, re- 
introduced, consummated or abandoned, no very clear account 
is given of their aims or constitution, so that the reader might 
easily be left in doubt almost until the end as to whether the 
Confédération Générale du Travail was a Trade Union in the 
British sense or an instrument for red revolution. Chapter XI, 
entitled the “ Industrial Labour Movement” does, however, 
after a rather discouraging opening sentence to the effect that 
*‘ French Socialism is hopelessly confused,” give a clear and con- 
vincing account of the aims of the movement and its recent 
history. 

Throughout both volumes Professor Pipkin discusses each 
division of the subject—Social Legislation, Consultative Insti- 
tutions, Organisation of Labour, Social Insurance, etc.—as an 
independent whole, telling the tale of each from the date chosen 
as starting-point to the present day. This method necessarily 
involves some repetition and a little overlapping, but on the whole 
co-ordination has been effected with considerable success. 

The final chapter, entitled ‘‘ A General Survey of the Period,” 
sums up the position and draws an interesting comparison be- 
tween Great Britain and France. The French are at the same time 
strongly individualist, severely logical and politically unstable. 
The individualism of their employing class inspires a revolutionary 
spirit in the worker; the national love of logic makes them 
drive every idea to its logical conclusion, and the result is one 
long story of doctrinaire discussion. The British combine poli- 
tical stability with an aptitude for learning by experience, and 
a willingness to gain by compromise. ‘‘ The British Labour 
Party has made very few stands and thus has made few retreats.”’ 
So in England Labour has arrived at power, while in France they 
argue whether they shall help to ‘‘ form a government or whether 
they shall vote for or against their political enemies or their 
temporary political friends.” 

But the differences between the French and the British 
socialist are “nothing less than the great psychological and 
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temperamental differences which separate the Frenchman and 
the Englishman.” Each country, however, plays its part in the 
cause of freedom, and the world, in Professor Pipkin’s view, 
would be infinitely poorer without their character and traditions. 
And this we conclude must be the reason why the book was written, 
H. REYNARD 


Gladstone as Financier and Economist. By Francis W. Hirsr. 
With an Introduction by Henry NeEvILLE GLADSTONE, 
1931. (London: Ernest Benn. Pp. xxiv + 327. 15s.) 


Tue scope of Mr. Hirst’s work will be understood by a com- 
parison with that of Sydney Buxton in the same field. Like his, 
it is the testimony of an admiring disciple who in part was con- 
temporary; and in fullness it comes midway between Finance and 
Politics and Mr. Gladstone: a Memoir. Whereas in Buxton the 
central theme is the triumph of Free Trade, with emphasis on 
the finality of the triumph, in Mr. Hirst it is passion for economy 
and the persistent achievement of it, in the face of growing 
difficulties, by one whose mind was both liberal and severe. 
Gladstone had no pinchbeck in him. He did not wait for a May 
Report to compel him to economies. “‘ With a few first-rate 
officials at the Treasury, trained under his eye and inspired by his 
voice ”’ (p. 242), he proposed them and eulogised them and carried 
them as triumphs of a democracy in charge of itself. Mr. Hirst 
has seen the thesis by Mr. Francis Hyde, which examines Glad- 
stone’s contribution to railway regulation, and we share the hope 
that it will soon be published (p. 87). He also commends Dr. 
Paul Knaplund’s (misprinted Knapland, p. 105 n.) Gladstone and 
Britain’s Imperial Policy (1926), which proves fully that Glad- 
stone, as he matured, passed in his colonial views from a narrow 
classicism to a large sympathy with, and understanding of, the 
tradition of Lord Durham and the ideal of a Commonwealth of 
Free Nations. It would seem, indeed, that we owe the Empire to 
the Liberals, as surely as we owe Free Trade to the Tories from 
Pitt to Peel and the youthful Gladstone himself. 

Some of Mr. Hirst’s comments, indeed, are tinged with latter- 
day bias. Thus, Gladstone at the Board of Trade 1842-3 ‘“‘ was 
responsible not to a democracy but to an aristocracy which kept 
cattle and a shopocracy which sold meat” (p. 71). He was 
responsible rather to a country of merchants and manufacturers 
whose eventual triumph had been determined by Huskisson in 
the 1820’s and the enfranchisement of the industrial North in 
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1832. Again, had Mr. Gladstone been alive in the days of the 
automobile, he would have furnished securities “‘ against the 
enormous waste of taxpayers’ and ratepayers’ money and the 
costly diversion of heavy goods traffic from railways which our 
recent Governments have so conspicuously failed to give us” 
(p. 91). And of course there is a rap for the advocates of a revenue 
tariff in 1931. But what Mr. Hirst does bring out is the admirable 
service which Gladstone rendered to Peel in his tariff revisions— 
service which was new to him and which he did not seek, for he 
had accepted Peel’s offer of the Board of Trade with reluctance. 
But the Scottish ancestry in him and his sense of duty, fortunately 
for Peel, prevailed. On p. 100 under 1844 and p. 207 under 1845 
Mr. Hirst quotes the testimony of Cobden and Macaulay to the 
deterioration in the state of the countryside (its people, not its 
crops) in the first half of the nineteenth century. The persistent 
evidence of great contemporaries, from Cobbett to Cobden, on 
this point is not to be overthrown by a curve from Silberling, as 
is the fashion in some quarters to-day. 

Mr. Henry Neville Gladstone adds a chapter of personal 
recollections, in which we see Gladstone putting his sons on an 
allowance with the scrupulous enjoyment with which he fixed 
the vote of a Government department. He was exacting and yet 
not mean, both in public and private life. But are we to endorse 
the application of the couplet 


“ Still as you rise, the State, exalted too, 
Feels no disorder when ’tis changed by you,” 


which Mr. Hirst quotes in order that he may add, “‘ How aptly the 
couplet describes the extraordinary quality by which Gladstone, 
even more than Peel, was able to effect legal revolutions in the 
most conservative country in the world!” (p. 51n.)? In Home 
Rule, no: in stamp duties, yes. 


C. R. Fay 














NOTES AND MEMORANDA 
SAVING AND USURY: A SYMPOSIUM 


I. SAVING ON AND SAVING UP: THE AMBIGUITY OF “ SAVING ”’ 


THE note in the last number of the JourNAL in which Mr. H. 
Somerville hails Mr. Keynes as a convert to the doctrine of the 
medizval Church about usury suggests that it is high time to 
try to distinguish clearly between some of the meanings which 
“saving” bears in ordinary English. , 

Common words like “‘ post ” often have several dozen different 
meanings without giving any trouble, because the context always 
shows in which meaning they are to be understood. The most 
rabid of the illiterate sticklers for ‘“‘ accuracy of definition” have 
never said that ‘“‘ post” should be given one single meaning 
“which should be rigidly adhered to.’’ Confusion only arises 
when a word with several meanings occurs in a context which 
happens not to be decisive, and this is often the misfortune of 
“ save ” and “ saving.” 

So long as the words appear in conjunction with “ on” and 
“ up,” confusion is almost impossible. Everyone can see that to 
save “on ”’ a thing is not the same as to save it “up.” You save 
on tobacco by not smoking as much as you did, or not as much as 
that fellow Brown, who is always smoking the best cigars. You 
save wp old newspapers and packing-cases in the hope that they 
may be saleable or useful at some future time. So to save on a 
thing means going without some of it, while to save a thing up 
means retaining it when you have got it. Money estimates are 
possible both of what is saved on something and of what is saved 
up in some form or other. You may have saved £2 on tobacco and 
saved up 2s. worth of waste-paper since January 1, but the £2 and 
the 2s. are evidently on quite different planes. You have the 2s. 
worth of paper in your lumber room, but you have not got £2 worth 
of tobacco anywhere, and there is no evidence that you have 
£2—-you may have saved on tobacco merely to spend more on 
beer or to meet a reduction of income or an increase of taxes. 

Unfortunately, however, we often use the words “ save ” and 
“ saving ” without the distinguishing “on ” and “ up,” and then 
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confusion is apt to creep in unless special care is taken to avoid it. 
Instead of saying, ‘‘ This year I’ve saved £2 on tobacco,” under- 
standing ‘‘ compared with last year,” or “ compared with Brown,” 
you may say, ‘“‘ This year I’ve saved £2 by not smoking in the train,” 
and instead of saying, “‘ I have saved up a hundred pounds,” you 
may say, “I have saved a hundred pounds.” You may say 
similarly that the “ saving ” which you have made this year by 
smoking less is £2, and that you are looking for an investment for 
the “ savings ” which you have made this year, and that they 
amount to £100. Thus to “ save ” a particular sum of money will 
in one context mean merely not spending that sum in a way which 
is indicated, and in another context it will mean accumulating that 
amount of money or money’s worth by having a surplus of income 
over consumption.1 The term may be used in the two different 
senses almost in the same breath. We may say, “I am going to 
save £150 by reducing my subscriptions and my wife’s dress 
allowance, but as my income is down by £300 and taxes up by 
£100, I shan’t be able to save anything this year instead of £250, 
as I have been accustomed to.” 

Now when the nineteenth-century economists said that increase 
of capital (which Marshall called ‘“‘ growth of wealth”) was the 
result of saving, they made it very obvious that they were thinking 
of saving in the second of the two senses which we have been 
discussing—the sense of accumulation, and not at all of saving in 
the other sense—that of merely not making certain expenditure. 
They never dreamt of suggesting anything so foolish as that 
capital would be increased by a reduction of expenditure or con- 
sumption even if that reduction were accompanied by an equal 
reduction of income or production.” 


1 I am not oblivious of the difficulties involved in the conceptions of income, 
consumption expenses, and the difference between them. I have discussed them 
at some length in Wealth (pp. 7-10, 18-22 and 122-67 in the edition of 1928). 

2 It is true that the nineteenth-century economists generally preferred to 
speak of consumption being less than production or income rather than of pro- 
duction or income being greater than consumption, but this was only because 
they thought (which is true of most individuals) that persons could reduce their 
consumption more easily than they could alter their incomes. But I do not 
think they were like the famous schoolboy who said pins had saved many lives 
by people not swallowing them, They did not attribute the increase of capital 
simply to non-consumption or refraining from expenditure, but to the excess of 
production or income over consumption. J. S. Mill is quite clear in the last 
paragraph of Principles, Book I, ch. v, § 4; in the course of his explanation he 
says, ‘“‘ To consume less than is produced is saving; and that is the process by 
which capital is increased; not necessarily by consuming less, absolutely.”’ 
Nicholson approved this passage and said, “‘ All that is meant is that if capital 
is to increase there must be an excess of production over consumption ” (Prin- 
ciples, Vol. I, p. 100). So too Marshall, ‘“‘ Next, as to the sources of accumula- 
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Tightly wedged in between the conception of saving as merely 
refraining from expenditure and its conception as the accumulating 
of income-yielding things which results from income exceeding 
consumption, is an intermediate conception in which it appears to 
be the saving up or accumulation of money rather than the saving 
up or accumulation of other goods acquired in exchange for money. 
Roscher was so impressed by the supposed necessity of accumu- 
lating money as a preliminary to the accumulation of capital that, 
in default of money in very primitive conditions, he makes his 
fisherman who wants a boat store up a hundred fish to live on 
while building the boat, instead of taking the more obvious course 
of doing a little boat-building each day while continuing to get 
fresh fish daily, thus gradually adding the boat to his capital 
without having first to acquire a store of something else. Now it 
is perfectly true that under modern conditions there are many 
individuals who can say quite intelligibly that they ‘“‘ save up 
money ”’ till they have accumulated enough to make it worth while 
to “invest the money,” by which they mean acquiring with the 
money some income-yielding property, new or old. Beside these 
people, however, there are other individuals and companies who 
can and doimprove and add to their property continuously without 
having to go through the form of collecting and then parting with 
an accumulation of money. The community as a whole is like an 
individual of the second class rather than an individual of the first 
class. The additions to its capital do not appear first in the form 
of additions to its total stock of money or anything else which has 
at intervals to be “invested in” or changed into the form of 
improvementsof land, additions to buildings, and other constituents 





tion. The power to save depends on an excess of income over necessary expen- 
diture; and this is greatest among the wealthy ” (Principles, 8th ed., p. 229). 
The wealthy save most because they have the largest incomes, not because they 
are the most abstemious. 

Perhaps the text-book writers would have done better if they had explicitly 
warned their readers against supposing that they could arrive at the total savings 
of the community simply by adding together the savings of the savers. Negative 
amounts must be brought into the account. If A saves £100 and lends it to B, 
who “lives over his income ”’ by £100, the net savings of A and B taken together 
are not £100 but nil. When certain persons save a hundred millions, ten or 
twenty millions of this may be negatived by the over-spendings or losses of others, 
so that the net saving is only ninety or eighty millions. This has usually been 
treated as too obvious for explicit mention, but I think it is often improperly 
neglected in statistical inquiries, with the effect of exaggerating the actual net 
savings ofthepeople. The difficulties arising from individuals’ savings going into 
national and local debts, some of which are balanced and others not balanced 
by national and local acquisitions of “real capital,’’ have been more often 
discussed. Marshall (op. cit., p. 230) draws attention to the “savings made 
in the form” of public property by “‘ some well-to-do democracies.” 
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of “‘ real capital.” The additions are from the first these improve- 
ments, buildings, and other things. The people who save up 
money and invest it, as well as the others, are, as a whole society, 
in just the same position as the primitive fisherman, except that, 
being many members of one body, instead of having to divide a 
single man’s time between different kinds of labour they distribute 
their members between them. Some of them get fish and other 
things required for daily consumption and keep instruments in 
repair, while others produce additional boats, buildings and other 
things which are themselves the savings of the community, not 
things into which some previously accumulated savings have been 
converted. 

The bearing of all this on the question whether interest should 
be approved or condemned is not difficult to see. 

If saving is taken in the economists’ sense of accumulation— 
excess of income over consumption—interest as a consequence of 
saving appears both natural and useful. Natural, because we 
should expect persons who could get this surplus to be able to get 
it in the form of something which they could either use profitably 
themselves or lend out for money to other people. Useful, because 
it is desirable that (within limits unnecessary to consider here) 
people should be encouraged by getting interest to accumulate 
such things and discouraged by loss of interest from reducing 
accumulation. 

But if, on the other hand, saving is conceived as mere refraining 
from expenditure, interest as a consequence of saving becomes both 
mysterious and indefensible. Why should anyone be paid some- 
thing per annum for “ having abstained’? Abstinence is not 
necessarily a virtue, and, besides, there are many virtues which 
bring in no income. What can be the object of maintaining an 
arrangement which pays people £5 a year because they have 
refrained from spending £100? And so on. 

If saving is conceived as saving up money, the case against 
interest as a consequence of saving is also black. Saving up 
money is “ hoarding,” always condemned even by economists, 
and (unless there is an over-supply of money being issued from the 
mines or elsewhere) it leads to a general fall of prices and all sorts 
of inconveniences such as we are now enduring owing to the 
hoarding propensities of American and French banks. And so on. 

The answer is that interest is not, in fact, obtained in conse- 
quence of saving in either of these two senses. No one gets a 
penny of interest in consequence of merely refraining from 
expenditure; no one gets a penny of interest in consequence of 
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having merely saved up money. If your income is halved, you 
will probably refrain from expenditure far more vigorously than 
before, but you will not find interest rolling in as a consequence or 
“reward ” of your abstinence. If you save up cash in the house 
or in a safe deposit vault, you will get no interest on it, and the 
Bank of France gets no interest on the tons of gold which it is 
holding. ; 

The general drift of Mr. Somerville’s second paragraph seems 
to indicate that his condemnation of interest is partly founded on 
a mistaken impression that it comes from saving in the sense of 
refraining from expenditure, but he also believes that it comes from 
saving up—accumulating—money. Here, as it is obvious that 
mere hoards of cash yield no interest, he betakes himself, like most 
economic wanderers in these days, to the banks, and deplores 
interest on bank deposits on the ground that it encourages “ sterile 
saving of money ” as against ‘“ desirable investment.” But this 
is only a first-class mare’s nest. If it is not on récord if ought to 
be, that a lady hitherto unfamiliar with banks and their ways 
called at a bank and said to the Manager : 

“ T hear you keep people's money safe for them, and allow them 
a little interest on it besides. Here are twenty five-pound notes. 
I've got their numbers down on this card, as I want to look in 
sometimes and make sure you've still got them safe.” 

The Manager suppressed a smile and replied : 

“ T’m afraid, Madam, if we kept your notes idle, we should not 
be able to give you any interest, and should indeed be obliged to 
make a small charge for our services, just as a purser does on board 
ship when the passengers get him to keep their money for them. 
You must let us lend out your money, and then we shall be able 
to pass on to you some of what the borrower will pay for it, while 
we keep the rest to pay our expenses and yield a trifle to the bank 
shareholders. Of course you might lend your money direct to the 
borrower, but you might have a lot of trouble in finding him, and 
then he would not pay you back as much of it as you like to ask 
for at any moment, as we will. We can do it because we have so 
many customers on those terms that what they are paying in to us 
always just about covers what others of them are drawing out. 
We can lend out ninety per cent. of what has been entrusted to us 
without any fear of not being able to pay all that will be asked for 
on any particular day.” 

The lady agreed to the terms, and a few days later she heard 
accidentally that Mr. Jones, the builder, had just got a loan of 
ninety pounds from the bank. “ So,”’ she said, “‘ my money’s gone 
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into bricks and mortar. Well, well, I didn’t know Mr. Jones 
wanted ninety pounds, and I don’t think I’d have let him have it 


if I had known.” 


This surely is typical of what happens. The old orthodox view 
is right—that banks, far from paying interest on idle money and 
delaying its investment, facilitate and quicken the necessary 
transactions between passive savers and active producers. The 
fact that they pay interest (or in lieu thereof render services) 
to their customers certainly does not make interest ‘‘ the villain 
of the piece.” 

Beside the banks there is a more potent engine for facilitating 
the investment of savings in the shape of the Stock Exchange. 
The majority of savers not actively in business recognise that 
they are incompetent judges of new investments, and therefore 
buy old ones, thus transferring their power of choosing to the 
sellers, who are more adventurous and on the whole more 
competent. 

Rejection of a neo-canonist condemnation of usury does not, of 
course, involve any approval of a general ramp against buying 
goods and services such as prevails in England at the time I write 
(December 15, 1931). In a world in which people have become 
specialised in different trades and buy and sell products and services 
to each other, a general refusal to buy means a general incapacity 
to sell, and early starvation for all except the few who can scrape a 
subsistence for themselves direct from the ground. In an isolated 
community of only a few score persons the situation would be 
realised by all. If two of the members had locked a large portion 
of the stock of money in their safes and forgotten where they had 
put the keys, the rest would not say to one another, ‘‘ We cannot 
afford to buy more than half of what we used to buy.” Failing 
picklocks and substitutes for the lost money, they would say, “‘ We 
shall get on all right if we take less money for our goods and 
services ’’—and, which is perhaps more, they would not be too kind 
to any obstinate members who said they wouldn’t sell or work 
unless they were paid as much money as before. 

Epwin CAaNNAN 


II. Mr. KryNES AND THE CANONISTS (i) 


Since the publication of Mr. Keynes’ T'reatise on Money, 
monetary theories, which seemed to have settled and crystallised 
for some time, have again been thrown into the melting-pot. 
Partly owing to the new terminology adopted in the book, its 
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condensed statement, and its entirely new concepts, but much more 
due to the preconceived notions of its readers, the new theory 
propounded has caused confusion in many minds; and, I believe, 
the author is being constantly surprised at the things which are 
attributed to him as having been expressed, or implied, by him in 
his book. So that, like the Upanishadic philosopher speaking of 
God, he has to say now and again, “‘ Not so, not so, my boy.” One 
such denial, no doubt, awaits the attempt made by Mr. H. Somer- 
ville in the Economic JouRNAL of December 1931, to revive the 
ghost of the Canonist doctrine of usury, with the chant of Mr. 
Keynes’ distinction between saving and investment. 

“It is an inescapable conclusion,” says Mr. Somerville, ‘‘ from 
the Keynesian analysis, that interest is the villain of the piece.” 
“ Saving is sterile from the standpoint of the community ”’- when 
it exceeds investment. ‘‘ In such conditions it is a matter to be 
deplored that holders of money are able to get interest by bank 
deposits. Interest only encourages socially wasteful saving and 
discourages socially desirable investment. To this extent, there- 
fore, and in such conditions, interest is anti-social.’ ‘‘ Interest 
upon money is simply an added (?) cost upon capital goods and 
therefore a deduction from profit and a burden upon enterprise.”’ 
Then follows a statement of the Canonist doctrine, which is 
described as having, in a sense, anticipated Mr. Keynes’ distinction 
between saving and investment (e.g. the doctrine “ denied the 
justice of interest as a reward for saving without investment ”’). 
Finally comes the conclusion : “‘ There may be reasons for thinking 
that the world will go back to the early Canonist doctrine,” and 
the suggestion : ‘‘ If we could ensure, as the Canonists tried to do, 
that saving should be rewarded only when it was also investment 
in capital goods, we sbould have gone far to stop the master- 
evil that Mr. Keynes has revealed to us, of saving exceeding 
investment.” 

I have quoted Mr. Somerville sufficiently to indicate the main 
points in his note. The whole argument appears to have been 
based on two misconceptions; one, as regards the terms “ saving ” 
and “ investment,” and the other, as regards interest in its dual 
capacity, viz. as an element in the costs of production and as the 
money charge corresponding to the market’s estimate of the 
annual yield from a piece of capital; moreover, there is apparent 
a bias in favour of entrepreneurs as distinct from the capital- 
providers. 

Readers who have carefully plodded through the T'reatise 
need not be reminded that the term “investment” in the Keynesian 

No. 165.—VvoOL. XLII. K 
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sense refers not to what in common commercial parlance we cal! 
“* putting the money in a business,” but to the new investment in 
capital goods that is continually going on, side by side, with the 
additions of new saving to the existing stock. So long, the doctrine 
asserts, as the new investment in capital goods is pari passu equal 
to the new monetary saving, there is an equilibrium, the prices of 
total output neither falling nor rising. Now, the Canonist doctrine 
of saving and investment, if there was any, rested on a distinction 
between the money-lenders and the business men, between the 
debenture-holders and the ordinary share-holders; it regarded the 
role of the latter with benign approval, but that of the former 
with contempt as one of unwanted parasites on society. In brief, 
it condemned interest in its nudity, but was willing to connive at 
it if it was properly wrapped up in the complex of what older 
writers called ‘ profits.”’ 

With the modern dissociation of interest from profit the ground 
is cleared to regard interest as an element in the costs of production. 
This, indeed, is mainly its short-term aspect and differs from the 
long-term one in which the sum of the discounted interest payments 
made in the future in connection with a piece of capital is regarded 
as approximately equal to the market’s then estimation of the 
total value of the capital-uses which that particular piece of capital 
is capable of providing. It is in this latter aspect that the import- 
ance of interest lies, in Mr. Keynes’ view ; for, it is in that capacity 
that a rise or fall in the rate of interest affects (the Keynesian) 
‘“‘ investment.” So long as the rate of interest to be paid is lower 
than the estimated annual yield from the new investment, 
entrepreneurs will invest, but will be discouraged if it is otherwise. 
In its short-term aspect, i.e. as an element in total costs, interest 
playsa very small, if any, partas a deterrentor a stimulant to trade; 
while wages and rents are the principal “ villains of the piece.” 
In view of this, it is not clear why Mr. Somerville should single out 
interest as an object worthy of his special condemnation. Interest 
is said to be a deduction from profit and a burden on enterprise, 
but so are wages and rents. Profit being the residuum appropri- 
ated by the entrepreneurs, this is inevitable ; so also it is inevitable 
that a diminution or a negation of profit should spell a decline in 
trade; this sort of thing is bound to happen so long as society 
entrusts production ‘to entrepreneurs. There is nothing, however, 
in all this to warrant an invidious attack on the institution of 
interest. 

Nor can Mr. Somerville say that Mr. Keynes becomes a 
Canonist to the extent that he advocates reduction of the rate of 
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interest in times of depression. Preoccupation with the critical 
period through which the world is passing at present must not 
blind us to the fact that in periods of booms interest may be too 
low and in need of being raised to discourage the excess of invest- 
ment relatively to saving. Mr. Keynes himself has pointed this 
out in his book. Then to that extent Mr. Somerville will have to 
declare him an anti-Canonist! The fact is that Mr. Keynes urges 
the raising of the bank rate as a means to check a boom in prices, 
and on the other hand the lowering of the rate to arrest their 
decline: he regards it as a useful instrument at the disposal of 
monetary authorities, to be used in anticipation in the early stages 
of a precipitate movement. But he has nowhere assailed interest 
‘* destructively,” as an unnecessary cost. The fault, in his view, 
lies neither with the savers nor with the investors, but with those 
who are entrusted with the control of the monetary machine and 
who fail to bring investment into alignment with.saving. There 
is nothing in this nor in his distinction between interest and 
profit 1 to enable Mr. Somerville to put Mr. Keynes in “‘ the camp 
of the Canonists.” 

It is not necessary to enter into an elaborate refutation of the 
Canonist doctrine per se. The doctrine has been buried long ago 
by both classical and modern economists. A reiteration of the old 
arguments will be only an essay in boring; here we were only 
concerned witb the specific question as to whether the Keynesian 
theory lent any support to the views of the Canonists. 

B. P. ADARKAR 


III. Mr. Keynes aND THE CANONISTS (ii) 


The suggestion of Mr. H. Somerville, in the December number 
of the Economic JourNAL, that Mr. Keynes’ analysis of Saving- 
without-Investment (in the Treatise on Money) “is a vindication 
of the Canonist attitude to interest and usury ”’ is surely due to a 
confusion of two entirely distinct things. 

The Canonist principle was that a person who put money into 
an enterprise was entitled to be remunerated for the risk incurred, 
but not for the mere surrender of his own right to use the money 
himself; if there was no risk there should be no remuneration, 
merely a repayment of principal. In plain words they forbade the 
payment of what we term pure interest. Incidentally their con- 
cept of risk, at any rate as set forth by Professor Ashley and Mr. 


1 The “ profit ’’ of the Treatise is not the same thing as the “ profit” of the 
American writers or the “‘ profits’ of classical English economists. 
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Somerville, was exceedingly narrow, being based more upon the 
fixity of the stipulated reward than upon the inherent elements of 
chance in the enterprise. “To bargain for a fixed reward, or 
dividend, upon the capital invested ’—this it was that made the 
contract usurious, according to Ashley; and according to Mr. 
Somerville the admitted risk incurred by a debenture-holder does 
not entitle him to remuneration, because “ it is not directly a risk 
of trade but of the solvency of the borrower.” 

I have endeavoured to reduce the propositions of the Canonists 
and of Mr. Keynes respectively to their most similar terms in 
order to see what, if anything, there is in common between them ; 
and I can get no further than this :—The Canonists held that there 
is a form of investment which involves no risk, and that because 
it involves no risk it should not be allowed to receive remuneration. 
Mr. Keynes holds that there is a form of holding of savings which 
involves no investment, and that at times when the amount of 
such holding becomes excessive it might well be discouraged by 
reducing the rate of its remuneration, if necessary to zero. If the 
proposition that savings deposits might in certain circumstances 
advantageously be deprived of interest is a ‘‘ vindication ” of the 
proposition that no interest should ever be allowed on safe invest- 
ments of any kind, all I can say is that the Canonist doctrine must 
be very hard up for vindication. Which, of course, at the present 
time it is. 

Both of the two concepts are perfectly clear. Mr. Keynes is 
talking about the period (which must always exist, but may be 
shorter or longer) between the act of saving and the act of invest- 
ment of that which has been saved ;! during that period the savings 
. are normally in the hands of the saver in the form either of money 
or of bank deposits. It is obviously desirable that the average 
length of this period should not increase (beyond its ordinary 
dimensions), because such an increase diminishes the rate of 
circulation of money, which has the same effect as a diminution of 
its supply, namely, to act as a depressant of prices and of business 
activity. It may be desirable that this period should decrease, 
very slowly and gradually, for this acts as an increase in the supply 
of money, which is usually desirable in order to keep pace with the 
natural expansion of commerce. 

Now there are certainly times—and the present is a very 


1 [Does Mr. Sandwell mean to imply that an act of saving must be followed 
by an act of investment sooner or later? If so, this is not what I am talking 
about. I have in mind an act of saving without an act of investment; and I 
see no reason for supposing that such an event must be followed later on by an 
act of investment without an act of saving.—Note by J. M. Keynes.] 
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conspicuous example—when this period of delay between saving 
and investment is seriously increased, to the very decided detri- 
ment of business activity; and in such times it does appear as if 
the reduction (possibly to zero, possibly even further, to the point 
of a handling charge on deposit accounts) of the interest rate as 
proposed by Mr. Keynes might do something to check the piling 
up of savings deposits. I have to admit that I am not myself 
very hopeful of it. The increase in Saving-without-Investment, 
whenever it proceeds to a serious extent, is due to the expectation 
of a decline in the price level of capital goods or of the investments 
which represent them; it comes to an end when that decline is 
believed to be over. It is brought about by forces operating from 
both ends. Larger amounts are saved, by those who can still 
manage to save them, because of the apprehension that income 
will be curtailed or abolished in the near future. Smaller amounts 
are invested because it is feared that investments are going down. 
I question whether the interest rate has very much influence in 
such a situation, except to prevent hoarding from taking the even 
less desirable forms of currency-holding and specie-holding. It 
must not be forgotten, moreover, that a strong savings-deposit 
total is at such times a great advantage to the bank which possesses 
it; for it enables it to maintain the high liquid ratio which it then 
requires, without unduly disturbing its commercial loans. (This, 
of course, involves the admission that the bank is suffering from 
the same apprehensiveness as its clients, or at least is so conducting 
its affairs as to satisfy their apprehensions; but since they would 
certainly withdraw their deposits if it did not, and either keep 
them in the form of currency or put them into a still more liquid 
bank, it is hard to see how this policy can be avoided—unless we 
are going to resort to government guaranteeing of bank deposits.) 

Interest was not the only subject on which the Middle Ages 
tried to impose upon mankind the ethics of the early Hebrews; it 
was merely the one on which those ethics first and most con- 
spicuously broke down. The instant you recognise the right of an 
owner of productive goods (including land) to alienate his property 
at his own free will, you simultaneously recognise his right to 
promise to alienate it in the event of his being unable to repay a 
debt; and if at the same time you develop a supply of capital 
goods (other than land) which he can acquire with the proceeds of 
his borrowing, you have established all the elements of a market 
for the exchange of present goods against future goods. Insucha 
market, interest is inevitable, it is part of the nature of things; for 
a given amount of capital goods transferred to possession to-day 
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is worth more than the same amount of capital goods to be trans- 
ferred this day twelve months, and the difference is interest, and 
no amount of prohibition of interest will make next year’s goods 
worth as much to-day as to-day’s goods. So long as there is no 
effective security for the payment of next year’s goods, it is possible 
to disguise the transaction and say that the difference is a com- 
pensation for risk; the instant the payment is properly secured it 
becomes evident that it is really a compensation for mere use. 

The real, though perhaps often unconscious, motive behind 
the contemporary attack upon interest, of which Mr. Somerville 
affords an example, is hostility to personal ownership and exchange- 
ability of capital goods. Now the desirability or otherwise of 
this system of personal ownership of capital is an arguable subject ; 
but it is misleading in the last degree to take one single but essential 
element of it and discuss that element as if it were capable of being 
maintained or abolished all by itself. 

Between the citizens of a Soviet state there would be no more 
need for interest than there was between the members of the 
Jewish tribes in the Book of Deuteronomy. In the former case 
all capital goods are owned by the state; in the latter there were 
no capital goods except such as were indispensable tools of the 
owner’s livelihood and therefore could not be seized for debt. 
(‘‘ No man shall take the nether or the upper millstone to pledge ; 
for he taketh a man’s life to pledge.’’) Between one Soviet state 
and another there would exist the same freedom as existed between 
the Jew and the non-Jew (“ Unto a stranger thou mayest lend 
upon usury; but unto thy brother thou shalt not lend upon 
usury ”’); for I suspect that one Soviet will from time to time want 
to exchange this year’s surplus of potatoes for next year’s surplus 
of another Soviet’s coal, and the first Soviet will certainly expect 
to get more coal than if the transaction were “‘spot.”” But between 
the citizens of a single Soviet state there can be no loans except of 
current consumption goods, and these I suppose will be no more 
interest-bearing than the friendly transactions in pots and pans 
and butter and lawn-mowers which go on between neighbours 
even in a bourgeois community. 

Meanwhile the Canonist doctrine seems to afford a splendid 
springboard for the transition to a full Sovieteconomy. You have 
only to get the bulk of the capital goods of the community into 
the hands of the state in exchange for interest-bearing bonds, and 
then prove that interest on state loans, which are perfectly safe, 
must be immoral, and the thing is done. A large part of the com- 
munity already believes that profit is immoral. Convince the rest 
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that interest is immoral, and you can abolish both, and it will no 
longer be necessary to distinguish between them. 
B. K. SANDWELL 
Montreal. 


IV. Saving anp Usury 


There is naturally much to agree with in the preceding notes. 
Nevertheless, I should like on one main issue to come to the 
support of Mr. Somerville. 

On p. 126 above Prof. Cannan agrees with Mr. Somerville that 
if saving is conceived as mere refraining from expenditure, or if 
it is conceived as saving up money, “‘ the case against interest as a 
consequence of saving is black.’’ But, he continues, ‘‘ the answer 
is that interest is not, in fact, obtained in consequence of saving in 
either of these two senses. No one gets a penny of interest in 
consequence of merely refraining from expenditure ; no one gets a 
penny of interest in consequence of having merely saved up 
money.” I wish I could agree with him in attributing this 
natural justice to the economic system, but I am sure that it is not 
so. Prof. Cannan has, I think, overlooked a vital aspect of the 
argument in my 7'reatise on Money wherein it differs from what I 
was brought up to believe and continued to believe until recently. 

The point is this. The answer to the question whether there 
is an increment of wealth corresponding to the savings of an 
individual seldom depends, as Prof. Cannan claims, on what he 
does with the money which represents that part of his income which 
he refrains from spending on current consumption. In particular, 
the answer does not depend, as Prof. Cannan seems to suggest, on 
whether he “ hoards ”’ the money by increasing his cash or uses it to 
buy a security or some other capital asset. He may use his savings 
to buy a bond, and yet there may be no increment of capital wealth 
coming into existence as a result of his saving. I have argued in 
my Treatise that the causes which determine the increment of 
capital wealth are only contingently and indirectly connected with 
those which determine the amounts of individual savings. If an 
increment of saving by an individual is not accompanied by an 
increment of new investment—and, in the absence of deliberate 
management by the Central Bank or the Government, it will be 
nothing but a lucky accident if it is—then it necessarily causes 
diminished receipts, disappointment and losses to some other party, 
and the outlet for the savings of A will be found in financing the losses 
of B. 
Thus when an individual saves, his savings must be balanced 
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by the creation either of an asset or of a debt (or a loss paid 
for by an asset changing hands). But, as a rule, it lies entirely 
outside the power of the individual saver to determine which 
it is to be, and whether the result, or rather the accompani- 
ment, of his saving is to be an asset or adebt. What he has done is 
to make possible the creation of an asset without a rise in the 
price-level. But failing a simultaneous increment of new invest- 
ment, either by good management or by a lucky accident, then 
his act of saving will cause an equal loss to someone else; a debt 
will be created or an asset will change hands, but there will be 
no increment of wealth. 

Does Prof. Cannan hold that if an individual increases his 
bank-deposit by ‘‘ saving up ” money out of income, there neces- 
sarily results an increment of wealth to the community? If so, 
this is a view with which I have tried to join issue in my T'reatise 
on Money; if not, he has failed to meet the point. 

Now when an act of saving merely results, however uninten- 
tionally, in a loss to someone else, it is of an anti-social tendency, and 
the subsequent payment of interest to the saver—for, pace Prof. 
Cannan, debts have to pay interest just as much as assets— 
is a burden which, if it accumulates with time, may become 
insupportable. 

That is why, without contesting anything in Mr. Adarkar’s 
note, I nevertheless agree with Mr. Somerville that it is this 
social evil, to the possibility and theoretical explanation of 
which I drew attention in my J'reatise, which probably lay 
behind the doctrine of the Canonists. Mr. Adarkar is, of course, 
perfectly right that the Canonists did not not see the point 
accurately and that the distinction which they drew between 
interest and profit does not logically coincide—or, at least, would 
not in a modern community—with the distinction between interest 
on savings represented by debts and interest on savings represented 
by assets. For one thing, itisimpossible to earmark any particular 
savings against particular debts or assets. Yet as moralists they 
were trying to devise general rules which would be applicable to 
the actual circumstances of experience. May not Mr. Somerville 
be right that the social evil of usury, as conceived by the Canonists, 
was essentially due to the fact that in the circumstances of their 
time saving generally went with the creation not of assets but of 
debts? In the Middle Ages the economic circumstances and the 
magnitude of the risks did not favour capital enterprise, and the 
annual increment of capital wealth was negligible, zero or negative. 
Except where it was closely and directly associated with business 
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or with real estate (exceptions which they admitted), saving 
almost always had its counterpart in debt and not in assets; so 
that interest was generally “usury.” The rate of interest at 
that time (as it is throughout the world to-day) was too high 
to permit an amount of enterprise on a scale equal to the current 
amount of positive saving. Consequently individual saving was 
mostly balanced by losses and the incurring of debt; for he 
who inadvertently incurs a debt through the disappointment of 
his expectations has to pay whatever he is asked. 

Personally I have come to believe that interest—or, rather, 
too high a rate of interest—is the “villain of the piece” in a more 
far-reaching sense than appears from the above. But to justify 
this belief would lead me into a longer story than would be 


appropriate in this place. eM Neco 





THE PLace or THE “ DisPLACEMENT Cost’? CoNCEPT IN 
Economic THEORY 


THE notion of the displacement of resources from one employ- 
ment to another, and the study of the principles which govern 
this displacement, has been of profound importance to economic 
thought from very early days. With the development of mathe- 
matical economics, and the discovery of the indifference curve 
analysis, this idea of displacement, expressed quantitatively in 
the concept of a displacement cost, has become almost supreme 
in the exposition of economic theory: the easy appearance of 
exactitude which the displacement cost analysis exhibits has 
tended to draw economists away from the thornier path of analysis 
in terms of the elusive concepts of real cost and real income. It 
may be useful, therefore, to define as accurately as we can our 
concept of displacement costs, and to investigate the conditions 
which limit its application. 

The displacement cost concept is derived from that of an 
“economy” or a “displacement system”: a displacement 
system being the result of a division of a given quantity of some- 
thing—which we may call ‘ resources”—among a number of 
different uses or “employments.” Thus the landowner has to 
determine the distribution of a given quantity of land—his 
“ resources ’’—among a number of different “employments,” park 
land, house land, farm land, etc.: every individual has to dis- 
tribute his money income among various possible lines of expendi- 
ture, and has to distribute his time income among the various uses 
to which his time can be put. The economist himself is concerned 
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principally with the ‘social economy,” the division of the 
‘* resources ’’—of a society among their various possible uses. A 
displacement system is not, of course, the process by which 
resources are distributed, but the result of a distribution. For 
each mass of resources there are an infinite number of possible 
displacement systems. 

The fundamental characteristic of a displacement system is 
that the total quantity of resources is fixed. Then, and only then, 
it follows that a change in the quantity of resources which we 
employ on any one employment involves a change in the opposite 
sense in the quantity of resources employed on all the remaining 
possible employments taken together. This may be called the 
“slices of cake ”’ view of economic life; the bigger the slice which 
Johnny gets the less there is for Susie and Jimmie and all the rest 
of them taken together. This does not mean, of course, that the 
“ cost ’”’ of Johnny’s extra cake falls equally upon all the remaining 
participants, but their total loss must equal Johnny’s gain. 

This we may call the “ sacrifices ” view of cost : the cost of a 
thing is what we have to give up in order to get it : it is this view 
that is at the back of the concept of displacement cost. As a 
loose concept employed in the general description of economic life 
this view of cost has considerable value. But when we try to 
interpret it in a quantitative fashion grave difficulties arise. 

We must first note a difficulty arising from the fact that in 
general the resources which we are considering are not merely 
divided but employed : they are transmuted into something else. 
For instance, we are concerned not with the mere division of our 
money income or our time income among various uses; we are 
interested in the result of so much money or time spent, in the 
products which the expenditure of a given quantity of money or 
time produces. It is not enough to know that we spend so much 
of our money or time income on procuring boots or so much on 
procuring hats : we want to know the number of boots and hats 
obtained per unit of money or per unit of time. We are interested, 
that is to say, in price: for price as an economic dimension as 
distinct from mere exchange ratios is “the efficiency of the 
employment of resources ’’—the ratio between the quantity of 
resources applied and the corresponding quantity of resultant 

product. We usually think of displacement cost in these terms ; 
the displacement cost of three hats is one pair of boots, because 
in order to obtain those three hats we must give up one pair of 
boots. Where these hats and boots are on the margin of their 
own particular line of expenditure the displacement cost gives the 
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exchange value, but of course the displacement cost concept holds 
for other than small changes. This argument is mere child’s play 
to the economist. Nevertheless, the significant implications are 
often missed. The statement that the displacement cost of three 
hats is one pair of boots is only valid if three conditions are 
fulfilled. (1) Definite quantities of hats and boots must be pro- 
duced by definite quantities of resources—i.e. they must each 
have an unequivocal price in terms of resources. (2) The resources 
by whose employment they are produced must be homogeneous— 
i.e.must be capable of measurement by a common unit—and must, 
of course, be fixed in total quantity. (3) There must be only two 
things producible by these resources. 

(1) must be satisfied because it is the resources themselves 
which are really “displaced.” The displacement cost of three 
hats is one pair of boots, because if we spend 2 units of resources 
more on hats we must spend x units of resources less on boots 
(assuming condition (3) to be fulfilled); and hence if we cannot 
measure units of product in terms of units of resources unequi- 
vocally we cannot compare the two products. 

The second condition follows from the first : for if the resources 
cannot be measured by a common unit the displacement has no 
quantitative meaning. The third condition holds because we 
cannot, if there are more than two employments, express the 
displacement cost of the product of one employment in terms of 
the products of all the others without an extension of our know- 
ledge into the region of the structure of demand. Thus, suppose 
I am dividing 20s. among various lines of expenditure; say, 
bread, milk, coal and hats. Let 9», pm, pe, pa, be their respective 
money prices. Then the displacement cost of x shillings more 


spent on bread, 7.e. of = units of bread, is equal to the product 


of x shillings less spent on all the rest put together; 7.e. to 
a ek. 
Pm * Pe if Pn 
together = x/-. An infinite number of combinations is clearly 
possible. If we are to give a quantitative meaning to displace- 
ment costs in this case we must know the movements of a, b and c 
with respect to movements of z: that is to say, we must have a 
fairly intimate knowledge of the structure of demand. Granting 
this, however, we may extend the concept of displacement costs 
to the case where there are any number of employments. 

Let us now consider where we shall find a displacement system 
in economic life ; for there only shall we find pure displacement costs. 


, where the only condition is that a+b+c 
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The “ economy of money income ”’ is perhaps the most obvious 
and the most important example of a displacement system. If 
we abstract from the actual discontinuities in the flow of money 
in and out of one’s pocket, and think of one’s income as if it were 
a continual steady stream which one divides into a number of 
smaller streams representing different lines of expenditure, then 
in the division of this flow of income at a point of time into a 
number of smaller flows of ‘‘ outgo”’ representing different lines 
of expenditure we have a perfect displacement system: the 
resources are homogeneous, for there is not the slightest difference 
between one unit of money and another : the quantity of resources 
is fixed, for we are considering a point of time only; and provided 
we know the structure of demand for the different lines of expendi- 
ture we can apply the concept of displacement costs quantitatively 
and unequivocally. This is true also of the economy of time 
income, abstracted from reality in a similar way. 

The concept of displacement costs, however, seems to apply 
perfectly only to these two abstract cases; as soon as we move 
further into the region of real economic life it ceases, first to have 
quantitative meaning, and finally it ceases to have any validity 
at all. It can be applied vaguely to such displacement systems 
as the stock of land or of man-made goods existing at a point of 
time : the condition of homogeneity of resources is lacking here, 
but as long as the quantity of resources is fixed we can apply the 
concept of displacement costs in a loose, non-quantitative way. 

When we turn to what are loosely called ‘‘ productive re- 
sources’ or “resources in general,’’ however, and when we 
remove the abstraction that the division takes place at a point of 
time, the concept breaks down completely. The phrase “ pro- 
ductive resources ”’ like the word “ scarcity,” is the philosopher’s 
stone of muddled economists: its magic deludes them into the 
belief that they are thinking clearly. In the first place, “ re- 
sources in general,’ which usually mean nothing more than a 
hotch-potch of the old “ factors of production,” are certainly not 
homogeneous. We cannot add a unit of labour, a unit of 
capital (whatever that may be), and a unit of land, with perhaps a 
little entrepreneurial ability thrown in as seasoning, and expect a 
fine pudding composed of homogeneous “units of productive 
resources.” A yet more significant objection is that as soon as 
we turn from the consideration of these abstract displacement 
systems at a point of time to consider economic processes through 
time; as soon as we exchange the magic-lantern for the cinemato- 
graph, the concept of a displacement system breaks down because 
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our resources are not fixed in quantity. Thus it is not necessarily 
true that if I employ a certain quantity of productive resources on 
a certain object I necessarily withdraw them from something 
else; for in the first place, productive resources are not homo- 
geneous but have a specific character to different employments : 
hence there is unemployment; and in the second place, considered 
over any period of time, however short, productive resources are 
not constant in quantity : hence an increase in the demand for 
productive resources in one employment may not lead to a decrease 
in the amount of productive resources in other employments, but 
may merely lead to an increase in the total quantity of productive 
resources. 

We are now in a position to appreciate more fully the value 
of the concept of displacement costs for the interpretation of 
economic life. When we come to this interpretation we find 
two kinds of facts with which we must deal. The most obvious 
of these is the observed spectacle of economic process through 
time; this manifests itself quantitatively through “ time series ” 
—the movements of various economic magnitudes with the pro- 
gress of time. The economist cannot stop with these, however : 
if he is to analyse time series themselves successfully, he must 
trace them back to certain psychical and physical facts (such, 
for instance, as the ordinary supply and demand curve represent), 
which must be expressed not in terms of movements through 
time, but as a series of conditional sentences which hold good at 
a moment of time, irrespective of whether they are realised in 
the future or not. It is here that we shall find the real place 
of the concept of the displacement system; in these abstract, 
ultimate conditions of economic process, not in the study of the 
processes themselves. Indeed, it is only through the concept of 
a displacement system that we can understand the nature of 
these vitally important underlying “‘ General conditions of supply 
and demand.” On the demand side, our resources are our money 
income: on the supply side, our resources are our income of 
labour time, qualified by some factor representing the efficiency 
of labour in the production of real income. The system of dis- 
placement costs of the two displacement systems gives us the 
“ general conditions of supply and demand ” at a point of time. 
These systems both determine, and are in part determined by, 
the economic processes through time : but the pure concept of dis- 
placement costs must not be extended into the analysis of process 
as such if it is to retain its usefulness. 


New College, Oxford. 


K. E. Bou.prine 
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OFFICIAL PAPERS 


Report of the Committee on Retail Trade Practices. (No. 51-189.) 
Stationery Office. 1931. 


Tue Lord Chancellor and the President of the Board of Trade 
set up this Committee in March 1930 “ to consider present trade 
practices which result in withholding from particular retail 
traders supplies of goods in which they wish to deal or which 
prevent the resale of such supplies except upon conditions im- 
posed by the suppliers, and to report whether in their opinion 
all or any of such practices are detrimental to the public interest, 
and, if so, what alterations in the existing law are necessary to 
prevent the continuance of such practices.” Two extracts from 
the conclusions of the report typify the general attitude of the 
Committee after reviewing the evidence. First: ‘“‘ We do not 
regard the price maintenance system as free from disadvantages 
from the public point of view, but we are not satisfied that if a 
change in the law were made there is any reason to think that 
the interests of the public would be better served.” Second: 
“ Though the withholding from retailers of goods in which they 
wish to deal may cause grievances and in some cases no doubt 
hardships, we do not consider that any compelling reason for a 
change in the law has been established.””’ The Committee equally 
opposed an extension to the trade in all price-maintained articles 
of the special rights of patentees to enforce conditions of sale 
against persons with whom they have no direct contract. 

The maintenance of resale prices implies in most cases the 
maintenance of a fixed margin between a fixed cost price to the 
retail distributor and his resale price. Two elements of rigidity 
are thereby introduced into the price system, and a prima facie 
case against resale price maintenance is established. That is not 
to say, however, that anything should necessarily be done about 
it. That will depend upon the extent of the practice, the success 
with which it can be maintained when applied and the practic- 
ability of prohibiting its continuance without introducing un- 
desirable interferences with the ordinary right of freedom of 
contract. It might be perfectly reasonable for a Committee 
after reviewing the evidence to condemn the practice whole- 
heartedly but to conclude that it is self-destructive and that any 
imposed cure is likely to be worse than the disease. The publica- 
tion of the full evidence might in that case assist by hastening 
its eradication. Unfortunately this Committee has not yet pub- 
lished the evidence on which it has founded its opinion and has 
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included only scanty references to the extent of the practice in 
its report. Its findings may fail to convince both those who are 
anxious to see the law altered and others who see nothing but 
good in existing practice, unless this omission is remedied. 

One turns to this report for enlightenment on three aspects 
of resale price maintenance. One is its effect on the level of 
retail prices, another is its effect on regional differences in retail 
prices, and the third is its effect on the form of competition 
between retailers. 

In the absence of price agreements, competition between 
retailers will tend to reduce the margin between cost and selling 
prices. Savings from improvements in the organisation of dis- 
tribution will be passed on to the consumer. The maintenance 
of a fixed margin prevents the public from benefiting by lower 
prices from such improvements. The margin is fixed by the 
manufacturer, often under pressure from distributors. His de- 
cision must inevitably be arbitrary: usually traders are con- 
sulted, but apparently there are rarely formal negotiations. The 
Committee was told that the margin is fixed as a rule “ with 
reference to the ordinary business of average efficiency.” More 
efficient businesses are thus prevented from giving the public 
the benefit of their economies by lowering their selling price, and 
the final price which keeps alive the ordinary business of average 
efficiency is not necessarily the price which will secure maximum 
sales for the manufacturer. The Committee does not bring this 
out clearly. In its view “in considering whether retail prices 
of branded goods fixed by the manufacturer are reasonable in 
the public interest, the essential points are whether the retail 
margin is reasonable for the general body of retailers, and also, 
of course, whether the price at which the manufacturer sells his 
goods in the first instance is reasonable.”’ It may well be “ reason- 
able in the public interest” that many of the existing “ general 
body of retailers”? should be compelled by price competition 
either to learn to operate on a narrower margin or to go out of 
business. 

Resale prices normally will be higher, the farther distant the 
market is from the factory and also the lower is the rate of turn- 
over of the distributing business. Under the system of resale 
price maintenance, the final retail price is fixed for large zones, 
irrespective both of the distance (inside the zone) from the 
factory and of differences in the rate of turnover in different 
parts of the area. The instability and impermanence of the 
practice are largely due to this cause. If the manufacturer 
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pays delivery costs (as he must if he wishes distant retailers to 
secure the full net margin) he subsidises distant deliveries at the 
expense, probably, of local trade. To some extent local compe- 
tition will be stimulated and at the same time the higher price 
will tend to reduce the volume of sales which he would otherwise 
be able to make in the local market. More serious are the effects 
of ignoring differences in rates of turnover on account of differ- 
ences in the density of the buying population. The margin based 
upon the market conditions of thinly populated country districts 
will represent a very attractive return on capital in densely 
populated areas where the rate of turnover is much greater. 
New shops come into existence in these urban districts, reducing 
the volume of trade which each can secure, and price cutting is 
the inevitable consequence of the endeavour of each of them to 
pay high rentals and obtain the market rate of interest on capital. 
More or less successful attempts are made in some trades to com- 
bat this tendency by the imposition of a minimum “ distance 
limit ” between the retailers who can secure supplies, but in 
general it comprises the most serious weakness of the whole 
system. Manufacturers vacillate between the policy of main- 
taining the largest possible number of distributing units, by 
fixing a large margin and endeavouring to maintain it by elabor- 
ate and expensive systems of tracing and closing the channels 
by which price-cutters secure supplies, and that of securing the 
full benefits of increased sales by taking no steps to enforce the 
“ fixed ”’ price in districts where price-cutting exists. One could 
wish that the Committee, while acknowledging these weaknesses, 
had laid greater stress upon them. It “saw no reason to sup- 
pose that the public interest was adversely affected’’ by the 
*‘ distance-limit ’’ schemes. ‘‘ Loyal” distributors themselves 
may well come to prefer frank and open competition to the 
doubtful security of unenforced price maintenance. 

In the absence of restrictions upon price adjustment, compe- 
tition tends to lower final prices. Resale price maintenance 
diverts competition into channels which are less preferable from 
the public point of view—extended credit, free delivery, “ after- 
sales service,” more elaborate shops, and so on. “It is con- 
tended that in many cases the effect is to induce the consumer 
to accept service which he does not really require, or to make 
him pay for service which he does not accept.” To extend the 
range of compulsory joint supply is a retrogressive step. 

Turn from these weaknesses of resale price maintenance, 
which the Committee describe as “incidental” disadvantages, 
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to the recital of the advantages of the system. It has already 
been suggested that a confusion exists between maintaining the 
maximum number of distributors and securing the maximum 
volume of sales. The Committee apparently has few doubts 
as to the harmful reactions of price-cutting not merely upon the 
trade of retailers but upon the manufacturer. Price-cutting 
lowers the final price, and while it lasts can hardly reduce the 
volume of sales. Yet the Committee is quite definite that “ the 
manufacturer finds that his sales fall off.” ‘‘ These effects have 
shown themselves in a large number of trades, and the evidence 
as to the experience of all trades concerned was in substance the 
same” (p. 9). If it is argued that after price-cutting the total 
volume of sales is on that account lower than before, it is a pity 
that the evidence was not explicitly stated. The Committee 
itself makes, a little later on, the somewhat conflicting statement 
that ‘‘ manufacturers are not always anxious to enforce without 
exceptions the retail prices which they prescribe for their pro- 
ducts.”’ The report leaves the impression on the reader that the 
Committee accepts the arguments which it records as being 
made in favour of fixing resale prices. Price-cutting, which is 
not defined, is clearly disliked, and many arguments are brought 
against it. Some of them are a little mysterious. ‘‘ We were 
told that where the prices fixed for branded goods are not enforced, 
customers lose confidence in the quality of the goods, in the 
reasonableness of the price ordinarily charged or in the good 
faith of the manufacturer” (p. 19). It is very likely that the 
general public is irritated to discover that it need not have paid 
more than ls. 6d. for a box of patent medicine for which it has 
always given ls. 1ld., but is it on that account any less likely to 
believe that it is worth a guinea a box? When the public is 
required to pay the same price for petrol at the port of entry, 
or outside the refinery, as it has to pay in a remote part of Scot- 
land, are its feelings adequately described by the statement that 
“they appreciate the knowledge that they can buy similar goods 
at the same price wherever they happen to be”? In point of 
fact, it is most unusual for distributors to be prevented from 
selling above the fixed price. The public is generally much too 
glad to obtain supplies at all in out-of-the-way places to object 
to pay a little more for the service. If the Committee has re- 
corded the whole of the arguments in its report, the case against 
the system appears to be much stronger than the case for it. 
Resale price maintenance assumes a new importance to dis- 
tributors, if not to the general public, in times of generally falling 
No. 165.—voL. XLII. L 
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prices. Retailers who are completely free to conduct their 
businesses as independent principals will cut prices of stocks which 
they hold as the prices of competing goods fall. Their freedom 
of action is limited in this respect when the stocks consist of price- 
maintained goods—the stupidity of a manufacturer may involve 
them in loss. In such conditions considerable weight attaches 
to the contention that manufacturers should be required by the 
distributors, or possibly by law, to assume the liabilities of the 
principal in distribution m so far as price-maintained articles 
are concerned, and supply stock “on consignment,” to be paid 
for by the distributing “ agents” as and when sold. The Com- 
mittee makes little comment on this aspect of the question 
beyond remarking that “‘ there is evidence we think of a fairly 
widespread reluctance or hesitation to make price changes; and 
at times such as the present, this, taken by itself, is disadvan- 
tageous to the public.” It seems, however, to have been definitely 
of the view that manufacturers who do not bear the risks of 
distribution are as entitled to dictate the terms upon which 
distribution shall take place as are manufacturers who distribute 
through their own shops. “It does not seem to us to be in 
itself unreasonable or contrary to the public interest for the 
exceptionally efficient or exceptionally well-placed retailer to be 
able to obtain branded goods only on condition that he under- 
takes to observe the uniform price fixed by the manufacturer in 
the interests of his trade. The charging of uniform prices is a 
practice commonly pursued by manufacturers who sell their out- 
put through their own shops, notwithstanding that overhead costs 
vary as between different shops ”’ (p. 24). 

Not many of the readers of this report will put it down with 
the feeling that the last word has now been said upon resale 
price maintenance. Nevertheless, the next Commission to report 
upon the question will be grateful to the members of this Com- 
mittee for the work they have done. Is it too late to urge that 
the evidence be published ? 

ARNOLD PLANT 





International Industrial Agreements. League of Nations. Official 
No. E. 736. (Allen and Unwin. Pp. 39. 1s.) 


A PREVIOUS Report on this subject, relating to the positive 
contents of international agreements, and the industries affected, 
was reviewed in this JouRNAL for March 1931. The present 
Report is of a more general nature, dealing with the economic 
aspects of this important question. 





19 


‘ 


rr ee ee. ee on | 


a oe ee ee a ee 


— wy 


SUNS OU 


— 








1932] OFFICIAL PAPERS 147 


The discussion consists largely of a statement of Cartel struc- 
ture and policy on well-known lines, and an extension of these 
considerations to the higher development of cartelled Cartels. 
The essential new facts concern the relation of Cartel policy to 
tariffs and dumping. 

The Report is a strong defence of Cartels in all aspects, though 
the alternative of amalgamations has admittedly more possi- 
bilities of rationalisation. The main notable omission is that 
there is no discussion of methods of competitive policy. There 
are three poles or terms of the whole question; monopoly, 
administration, and trade practice. Monopoly is a danger, higher 
administration is a benefit, and the critical distinction between 
these two things, which look alike as structures, lies in the methods 
by which they are maintained. For example, this Report points 
out how Cartel price policy is controlled by new competition, 
actual or latent; but does not consider the numerous ways in 
which trade policy can, by exclusive agreements, for example, 
shut off this control. 

There is some inconsistency between the argument (p. 13) 
that efficiency within Cartels is maintained by the fact that 
producers must keep in view the date of renewal of the ayree- 
ment, when new quotas will be fixed or, if the agreement is not 
renewed, when they must turn to their own clienteles again ; 
and the point made later that real economies depend on the 
period of the agreements being sufficiently long (p. 20). 

Nor is the argument clear as regards the effects on stability. 
It is stated (p. 25) that Cartels, when business is on the up-grade, 
‘““make the rise in prices more moderate than it is under free 
competition, while in time of depression they offer more resist- 
ance to the fall in prices.” But (p. 18) it has already been 
claimed that “in times of crisis a strong Cartel can attenuate 
the gravity of the situation by stimulating a demand which 
shows signs of falling off. . . . It can decide more rapidly upon 
an aggregate reduction of prices intended to increase consump- 
tion.” Which is it? The latter idea would imply, on the 
up-grade, a rapid rise in prices to check buying. Should Cartels 
take over the function, usually left to the banking system, of 
getting ahead of the market on both sides of the fluctuation; is 
it stability of employment, or of prices, that is more important ? 

The Report regards as of the “utmost importance” the 
question how these agreements will affect tariff policies. The 
agreements admittedly tend to reserve home markets. Prima 


facie, this substitutes a prohibition for a tariff, and takes the 
L2 











148 THE ECONOMIC JOURNAL [MARCH 


real control out of the hands of the State. This is an obvious 
element of danger. It remains obscure how these reservations 
are operated. But it is pointed out, as had been formerly known, 
that tariffs are an element in the bargaining when international 
agreements are made, the more so if they are subject to renewal 
at short intervals. Tariffs are not, therefore, rendered super- 
fluous; but agreements “‘ reduce the value of customs tariffs to 
producers.” In what way? ‘“ When an agreement has been 
concluded, an increase in tariffs is no longer ‘necessary, as the 
reserve and quota clauses amount to a protection of the home 
market ” (p. 32). It seems to emerge that international agree- 
ments will, for purposes of bargaining, aim at keeping tariffs up, 
and that these rates will be over-reached in practice by the 
reservation clauses. This is serious; the more so as the Report 
implies that the national Cartels have a great deal to do with 
the tariff rates themselves. It speaks (e.g. p. 33) of the degree 
of protection they will ‘ demand.” 

A new and real international issue is involved here. The 
obscurity of how exactly the reservations are worked ought to be 
cleared up. Every national trade policy should have its own 
criterion as regards tariffs, and must somehow be able to insure 
the consumer against privately organised methods of exceeding 
the provision. No one doubts the “ great possibilities ” of inter- 
national industrial co-operation which are so often stressed in 
this Report, but these have other aspects than that of ‘“ com- 
bating the extreme form of collectivism” referred to in the 
Preface. 

D. H. Macerecor 





The Functioning of the Gold Standard. League of Nations. 
Official No. F. 979. (Allen and Unwin. Pp. 115. 3s. 3d.) 


Tuis Memorandum, by Dr. Mlynarski, has been prepared for 
the use of the Gold Delegation of the League of Nations. It 
reviews the great changes which the gold standard has undergone 
since the War, in structure and functioning. In a discussion of 
the adequacy of the world’s gold supplies, the author examines 
specially the views of Cassel, and the calculations of Kitchin. 
The doctrine of the 3 per cent. minimum inflow is held to have 
created exaggerated apprehensions as to a possible deficit, and to 
have retarded rather than accelerated reforms in the use of gold. 
‘“* Competition on the gold market has become more acute, because 
every bank desires to secure an inflow of at least 3 per cent. and, 
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what is still worse, the doctrine of the 3 per cent. inflow diverts 
attention from the more deep-seated and fundamental factors 
which are responsible for the more important changes in the 
general level of prices.’”’ The future of the standard, it is argued, 
depends not so much on the production of gold as on the develop- 
ment of central banking technique. But behind this lie con- 
siderations of first importance in the field of public finance and 
control of expenditure, and above all an international peace. 
“Whether mankind will be able to avoid economic disturbances 
resulting from a shortage of gold will depend more on the political 
co-operation of nations than on the co-operation of Central Banks 
which can develop only in an atmosphere of increasing con- 
fidence, aided by the victory of pacific ideas. War has been and 
is the greatest enemy of the gold standard.” 

The views expressed in this Memorandum are, of course, not 


official. 


~ 





Employment Regularisation in the United States of America. 
(American Section, International Chamber of Commerce, 
Washington. Pp. 83.) 

Tis Report is a valuable contribution to an aspect of the 
employment problem which is apt to fall out of notice where a 
national system of unemployment insurance exists. The absence 
ot such a system in America has directed attention to the measures 
which individual employers and their associations may adopt in 
order to stabilise labour conditions. So far, these measures have 
been “‘ too limited in range and scope to have had an appreciable 
effect upon general fluctuations in employment.” But they 
have shown great possibilities, and they have emphasised the 
need for the recognition of direct business responsibility, whether 
there are national plans or not. 

The first Section contains many interesting figures in relation 
to the volume of American unemployment, both in the present 
crisis and at its normal minimum. The minimum is given as a 
million; in January 1931 the estimate was six millions. Seasonal 
unemployment was found, by one test, to account for more than 
half the total, the business recession for slightly over a third. 
In the absence of any schemes for prevention, the largest businesses 
had a larger proportional lay-off than those of moderate size. 
There are some important estimates of the influence of techno- 


logical changes. 
The policies of regularisation are either general management 
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‘ 


policies, or “‘ personnel” policies affecting workers individually. 
The fundamental nature of the former is the planning of work 
on the basis of business forecasts, especially as regards seasonal 
changes. The methods are well enough known, but this adminis- 
trative record is valuable. Striking details are given of the 
reduction of labour turnover, when the state of the sales market 
at the moment is not allowed to dictate the production policy. 
For example, “ before instituting a series of market studies, 
which led to the formulation of a co-ordinated budgetary and 
scheduling plan, yearly variations from the peak to the low 
volume of employment in the Walworth Company ranged as 
high as 67 per cent. During recent years the variation in any 
one year has not exceeded 7 per cent.” Various devices to 
facilitate making for stock are discussed. The costs of this 
policy have many offsets in economies. To control the dealers, 
the retail trade may be dealt with directly, or selling may be 
integrated, or bills for goods sold in advance of dealers’ require- 
ments may be post-dated. 

The importance of integrated processes is obvious, as creating 
a more regular communication between businesses on different 
levels. Mergers and trade associations give a more secure basis 
for calculation. The figures regarding the effects of techno- 
logical changes in widening the market for employment show, 
on the other hand, the concealed danger of purely restrictive 
policies. 

Personnel policy relates to flexible working periods, the inter- 
company transfer of employees, reserve wages funds, and dis- 
missal wages or loans. For example, in the Rubber Company, 
dismissal pay is on the basis of one week’s wages for each year of 
employment. The Harvester Company has a loan fund, workers 
who are paid off repaying the loan on re-employment by a regular 
deduction from wages, no interest being charged. 

Public policy has mainly to do with the compensatory use of 
construction programmes. Its weight is indicated by the estimate 
that 35 per cent. of the normal total expenditure for construction 
in the United States is for Government programmes. The 
principle of advance planning for this purpose is embodied in 
the Employment Stabilisation Act of 1931. 

What this Report says about employers must also apply to 
its own principles. If employers must think about unemploy- 
ment when trade is still good, the policy of impressing this must 
itself not fall out of sight except when an emergency has occurred. 

The number of companies operating schemes is given as 20 
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in 1930, after a rapid expansion in that year. In proportion to 
population, there may be quite as many in England. The 
Report is striking in its indication of the large field which 
preventive policy may still occupy. 

D. H. MacarEeGor 





OBITUARY 


WiLut1AM ALBERT SAMUEL HEWINS 


THE saying “felix opportunitate mortis ”’ has been variously 
used. Though some might interpret the tragic coincidence as an 
illustration of the grim irony of capricious fate, others may deem 
the Latin dictum appropriate to the sudden death, at the age of 
sixty-six, on the 16th of November last, of the economist-politician 
William Albert Samuel Hewins, ‘‘ champion of tariff reform ”’ 
as he was designated summarily in the obituary. notice of The 
Times. ‘‘ A pioneer in the movement,” it was there remarked, 
‘he lived to see the return of a Parliamentary majority largely 
in sympathy with his ideas,” and “on the day of his death” Mr. 
Runciman—no unworthy or hesitating combatant on the other 
side in those ‘“ controversies of the last generation” in which 
Hewins had “figured prominently ’—announced “ emergency 
proposals” put forward by the Government, to deal with the 
“abnormal volume of imports.”” Hewins, indeed, who was his own 
biographer, in the Apologia of an Imperialist, published in 1929, 
has told with abundant detail, taken from his contemporaneous 
diary, the full story of what will probably be regarded as the 
chief chapter of hiscareer. The tale interests not only by intimate 
light thrown from a fresh angle on the disposition and conduct of 
statesmen, such as Joseph Chamberlain, Walter Long and Wilfrid 
Laurier, with whom he came into near contact, but also by the 
transparent disclosure of the main motive and broad purpose by 
which his own zeal and diligence in this matter were consistently 
animated and directed. 

It is evident, for example, that he did not wholly approve of the 
line of argument followed on particular occasions by the masterful 
protagonist whose general reasonableness he candidly allowed. 
To remonstrance Chamberlain retorted characteristically that on 
the platform he must put things in his own way—that to which he 
was accustomed. Nor can any doubt be felt that it was the im- 
perial aspect of tariff reform by which Hewins was chiefly attracted 
and inspired, although throughout he had been a convinced 
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dissenter from free trade dogma, and from the very outset of his 
economic study he had, of deliberate persuasion, preferred the 
appeal of industrial and commercial historical fact and changing 
circumstance to any pontifical prescription dictated once for all by 
the unbending authority of economic theory. To his pious loyalty 
to this special cause, whether as Under-Secretary for a brief period 
in the Colonial Office from 1917 to 1919, or as member of Parlia- 
ment for Hereford from 1912 to 1918, or as preparer of the many 
systematic reports and occasional memoranda issued during a long 
series of years by the Tariff Commission, I will make no further 
allusion, though I would refer to the short summary of the situ- 
ation as it presented itself to his gaze in 1924, given with point 
and comprehensiveness in his 7'rade in the Balance. It is known 
that he had drawn up with informed care a tariff which could be 
brought into operation, and whatever opinion might be entertained, 
favourable or unfavourable, towards his aims, the clear definite- 
ness with which they were framed, and plans for their achieve- 
ment put forward, could not be impugned. 

It should be remembered that of two other notable under- 
takings also Hewins might be described justly as “ pioneer.” 
As the first Director from 1895 to 1903 of that established in- 
stitution of high repute, the London School of Economics and 
Political Science, and as the schemer and executive officer of the 
commencing three large gatherings at Oxford, in the summers of 
1888, 1889 and 1890, of University Extension students, he showed, 
and proved, rare capacity for grand organisation. In the former 
instance he had the growing satisfaction of witnessing big develop- 
ment from a small beginning; and it was to his stimulating bold- 
ness of design, and to his unwearying minute pains in detailed 
execution, that the recognised success of both these projects must 
be largely ascribed. He was, it may be, then as later in his career, 
disposed, like Chamberlain, to be masterful, but he could make 
things move to his purpose. Here, however, I venture to consider 
it more fitting to draw attention to another phase, and to recall 
the earlier work done by him as student and researcher. In 
dealing with this period of his life I enjoy the benefit of information 
kindly furnished by Sir Charles Firth, to whose guidance and 
impulse Hewins frankly made grateful acknowledgment in his 
Apologia. Their appreciation, it will be seen, was mutual. 

To the second volume of this JourRNaL Hewins contributed 
two reviews—one of Thorold Rogers’ Industrial and Commercial 
History of England, and the other of the second volume of Cunning- 

1 P. 520. 
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ham’s Growth of English Industry and Commerce They are 
instructive for the illumination they throw on his independence 
of judgment as well as on the width and depth of his acquaintance 
with economic history. He admits the existence of error, and 
even of serious error, detected in the writings of the former by 
subsequent inquiry, and calls in question some “ generalisations ” 
drawn from “scanty” or “inconclusive evidence.” But, he 
generously adds, the “element of permanence ” in Rogers’ work 
“* will become clearer with the lapse of time,”’ and, as it is, his own 
writing could supply the “‘ best correctives ”’ of his earliest “‘ crude 
theories,’ while he himself did not consider “ final” his first 
“interpretations ”’ of the facts gathered by his ‘“‘ vast labours.” 
Sir Charles Firth, who states that from the end of the letter L, 
Hewins contributed lives of economists to the Dictionary of 
National Biography, says that his article therein on Rogers has 
always seemed to him to be “very good.” On the other hand, 
Cunningham is no less faithfully handled by Hewins. While the 
“‘ interesting ’’ volume he is reviewing contains, as he acknowledges, 
‘“‘much new material,” yet its worth, he avows, depends on the 
“method of investigation,” the principle of selection of evidence 
and the “‘ soundness of the author’s judgments.” Hewins frankly 
criticised the method announced, but not, he admits, always 
followed. He affirms that some evidence is over-valued to the 
neglect of other material, and he severely condemns the judgment 
passed, for example, on the Mercantile System as inadequate, 
on the Corn Law of 1689 as questionable, and on the Statute of 
Apprenticeship as sorely in need of correction in the light of fresh 
data discovered by himself (with the help, it may be added, of 
Sir Charles Firth). It is true that Cunningham made? no un- 
successful a reply to this stern reprobation, and that, subse- 
quently,? Hewins’ own summary of the results of research into the 
last of the three issues raised might on the whole be pronounced 
to justify at any rate Cunningham’s criticism of Rogers thereon. 
But it is noticeable that in his answer Cunningham described Hewins 
as a writer who was not only “learned” but also “ careful,” 
and that Professor Bastable, reviewing Hewins’ small book on 
English Trade and Finance in the Seventeenth Century,* published 
in 1892, affirmed that the author, departing from the “ beaten 
track ”’ of ‘‘ extension manuals,” had given instead a ‘“‘ number of 


1 P. 694. 

2 Cf. Economic Journat, IV. p. 508. 

3 Cf. Economic Journat, VIII. p. 340. 
4 Cf. Economic Journat, II. p. 527. 
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original inquiries” together with “exceedingly interesting ”’ 
sections on some of the economic theories and controversies of the 
seventeenth century and the commercial policy of the eighteenth 
that raised a hope of a ‘‘ more elaborate account.”” In addition to 
his contributions to the Dictionary of National Biography, to Pal- 
grave’s Dictionary of Political Economy, and to Social England, 
Hewins wrote the article on Economics for the 1902 edition of the 
Encyclopedia Britannica. Like its famous predecessor, which came 
from Ingram’s provocative pen, that account of the study might be 
charged with a bias which did not favour orthodox economic 
theory, but it was reasoned and informed. He also held from 
1897 to 1903 the Tooke Professorship of Economic Science and 
Statistics at King’s College, London, and in 1898 edited the 
Whitefoord papers. 

In a letter to the writer of this notice, Sir Charles Firth de- 
scribes how Hewins, as a Scholar of Pembroke College, Oxford, 
after getting a first-class in Mathematical Moderations in 1885 and 
a second-class in the final Mathematical school in 1887, thought of 
taking Modern History as an additional school. He abandoned 
the idea but worked independently as a pupil with Sir Charles, who, 
finding him interested in Economics, directed his attention to the 
economic history of the seventeenth century, to which Hewins 
addressed hiinself ‘‘con amore’’ with his “usual energy.” He 
showed “such promise”? as an economic historian that his 
instructor wanted him to go to Germany for a year and study 
under one of the professors of that country. This project did not 
materialise, but, lecturing on Economics in Oxford for a term, he 
secured a large class; and Sir Charles, referring to Hewins’ 
acknowledgments to himself mentioned before, sums up his 
favourable judgment of his pupil by saying that his “‘ obvious 
ability, his industry and his interest in his work ”’ ‘‘ made it worth 
while to spend trouble on him.” 

To this laudatory testimony, which will commend itself to the 
readers of the Economic JourNnAL, I would only add, as the 
recollection of friendly intercourse with Hewins while he was living 
and working in Oxford, that he was an agreeable, sympathetic, 
instructive and elevating companion, producing the impression 
alike of a keen and exact student, and of an uncommon personality, 
strong, purposive and independent. The Times remarked that 
he was not a “very effective Parliamentary debater,” but my 
own memory recalls vividly the forcible effect upon myself of the 
persuasive vigour of the first public utterance to which I listened 
from Hewins’ lips. Whether it was well or the reverse that, in 








—- oO 


~~ - siecoe ce £2 oe 6lCee ee el Ue 6 ae 6 6c lo a 66 


CH 


rl 


i ee se 





1932] OBITUARY : ADAM WILLIS KIRKALDY 155 


Sir Charles’ graphic words, the “cares of the world” should 
“spring up and choke” his earlier impulse to research (for, 
he adds, it is “‘ hard for an economist not to become a politician ’’) 
must remain a moot point. What is certain is that in either 
case the ability and energy of Hewins could not remain a 
negligible quantity. ; L. L. PRick 





ApaAM WILLIS KIRKALDY (1867-1931) 


Apam Wiis KirKALDY, who died on December 29, 1931, 
was born in London, December 1, 1867. He was Lecturer in 
Commerce in the University of Birmingham, 1903 to 1906, Pro- 
fessor of Finance in the same University, 1906 to 1919, and Pro- 
fessor of Economics and Commerce, University College, Notting- 
ham, 1919 to 1931. 

Educated privately, Kirkaldy entered the family shipping 
business in Sunderland, in which he became a partner at the age 
of twenty. Six years later, in 1893, he abandoned a business 
career and entered Wadham College, Oxford, where he graduated 
in 1896 with a second class in the Honours School of Modern 
History. At that time Oxford was able to offer but little to the 
student of Economics, and Kirkaldy sought in Paris what he 
failed to find in the University of his choice at home. He re- 
turned to Oxford in 1899 and occasionally lectured on Economics 
to candidates for the Civil Service between that date and 1903. 
In the latter year the late Sir William Ashley, struggling with 
the task of setting up a Faculty of Commerce imposed on the 
newly-founded University of Birmingham by Joseph Chamber- 
lain, invited Kirkaldy to join him as assistant. When promotion 
to a chair took place in 1906, the title of Professor of Finance was 
selected, not because Kirkaldy was particularly interested in 
Finance, but because Ashley’s concepts of the duties to be attached 
to such a chair could easily be fitted into the general framework 
he had outlined for his Faculty when, ultimately, its permanent 
organisation should have to be considered. Actually, the duties 
of the chair included all the instruction in economic theory that 
Ashley could be persuaded to acquiesce in for students under- 
going definite training for careers in business—in addition to 
certain courses on the Technique of Trade modelled on courses 
of the same name in the German Handelshochschulen. 

In Kirkaldy, Ashley, who was never quite at ease in inter- 
course with business men, found the colleague he needed to 
supplement his own deficiencies. Jointly, they succeeded in 
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breaking down the opposition to the idea of University training 
for business in a very conservative commercial and industrial 
community, and by 1914 they felt the foundations were so securely 
laid that the details of curriculum designed to impress the “ practi- 
cal’? man were no longer of paramount importance and that 
the time had come when more attention might fittingly be paid 
to economic studies with a less directly practical appeal. The 
intervention of the war, however, rendered academic work of 
minor importance for a time; and Kirkaldy rendered much 
service in connection with the O.T.C. and as sub-commissioner 
for trade exemptions in the West Midland area under the Ministry 
of National Service. At the conclusion of the war he was ap- 
pointed to the chair of Economics and Commerce at University 
College, Nottingham, where his wide business experience made 
him more acceptable even than he had been in Birmingham to 
the practical men of affairs. He was soon elected a member of 
the Council of the Nottingham Chamber of Commerce and became, 
in due course, its Chairman and Deputy President. From 1925 
to 1929 he was Chairman of the Unemployment Committee in 
Nottingham and Chairman also of the important Tailoring Trade 
Board. Moreover, he found time from 1927 to 1931 to serve as 
a member of the Nottingham City Council, and his generous help 
was always at the disposal of any organisation and society which 
sought to play a part in the economic life of the East Midlands. 

It was, perhaps, natural that a teacher of Economics who 
maintained contact so close (and so unusual in England) with 
business committees and with details of administration should 
exhibit in his lectures and his writings little sympathy for the 
finer points of abstract economic theory. But this did not render 
him an unattractive tutor even to students who desired to pursue 
these studies further than he considered worth while; for his 
intimate knowledge of both British and French trade and industry, 
combined with his intuition and his accurate insight into the 
manner in which the minds of business men react to changing 
situations, made him exceptionally informing and a reliable guide 
for students in a period of rapid economic movement. His 
published works, suggested by the lecture courses imposed upon 
him by Ashley in Birmingham, include British Shipping, 1919; 
The History and Economics of Transport (in collaboration with 
one of his pupils, A. Dudley Evans), 1915, and elementary text- 
books on Commerce and Economics. 

He was President of Section F at the British Association 
Meeting of 1916 at Newcastle-on-Tyne, and he edited two reports 
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(British Labour, 1914-21, and British Finance, 1914-21) of com- 
mittees of inquiry appointed on that occasion. These are authori- 
tative and useful records of important economic events in the 
war and immediate post-war period. 

His genial presence and characteristic kindliness will be 
greatly missed by a wide circle of students and of business friends 


’ and associates, especially in the Midlands, in the life of which he 


played so large a part. 
J. G. SMITH 


Birmingham. 





CAMILLO SUPINO 


CAMILLO SuUPINO, who died at Milan on the 10th December, 
1931, at the age of seventy-one, was, in the most litera] sense of 
the term, a self-made man. Compelled in his youth to work in 
his father’s shop, he was nevertheless driven forward by the 
activity of his mind to steal the hours of sleep for the study of 
political economy; with the result that he became solidly 
grounded in that science, and in 1887 was called to the Chair of 
Political Economy in the Technical Institute of Genoa, although 
he had not even attained the degree of the doctorate of law. He 
was subsequently Professor at the Universities of Messina and of 
Siena and, since 1902, of Pavia, where he was lately President of 
the Department of Law. 

Amongst his numerous publications there stands out his 
Shipping from the Economic Standpoint (1890, second edition 
1913), a standard work, which provides for the first time a theore- 
tical foundation for that important subject. This work estab- 
lished him as the leading Italian authority in that field and pro- 
cured him a seat in the Superior Council of the Mercantile Marine 
and afterwards in that of the Naval Register. But he also won 
a lasting reputation from his treatment of money and credit. 
His book on the Rate of Discount (1892) developed with great 
ingenuity an original theory which has given occasion for much 
discussion. His work on The Stock Exchange and Unproductive 
Capital (1898) ably analysed a form of capital which, in spite of 
its importance, has been unhappily neglected by the classical 
economists. His History of Italian Paper Money (1895, second 
edition 1929) contains a complete narrative and an acute criticism 
of Italian currency; whilst his International Money Market (1910) 
shows at its best the ability of the author in finding his way 
clearly through the labyrinth of monetary detail. 
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His versatility of mind enabled him to write also on The 
Economic Foundations of the Labour Movement (1925), a work 
which is admirable for its lucidity and literary elegance. Of his 
Principles of Political Economyi t is sufficient to say that the book 
is now in its eighth edition. But this short notice would be 
incomplete unless we recall that Supino had acquired a further 


scientific pre-eminence on the eve of his death by a splendid ° 


opposition to some recent aberrations aimed at making economic 
science a slave of passions and of parties. 

The high esteem in which he was held, at home and abroad, 
found forma] record in two volumes published in the year 1930, 
on the occasion of his professorial jubilee, with contributions 
from forty-four economists of all countries. Moreover, the 
united tribute of praise from colleagues and pupils, given to his 
memory on the occasion of his death, has brought out in clear 
relief the rare candour of his soul and the singular uprightness 
of his character as a noble example to those who follow after. 

ACHILLE LORIA 





CuRRENT Topics 
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Firth-Swinbanks, W. 
Fisher, W. A. 

Fu, Shang-Ling. 
Fujita, T. 

Gammon, A. C. 

Gap, J. G. 
Gesundheit, Miss R. 
Ghee, Ong Thye. 
Gibbs, T. N. 
Graham, Prof. F. D. 
Greenman, S. A. 
Greenwood, A. E. 
Greenwood, W. H. 
Griffith, P. G. 
Griffiths, O. H. 
Hackman, J. E. 
Haddon, W. 

Hadid, M. H. 

Hale, F. 

Hamza, A. el-M. 
Harborne, T. 
Harkness, R. M. 
Harris, F. L. 
Harrison, W. 
Harrow A. A. 
Harvey, H. F. G. 
Heath, A. L. 
Hetherington, J. R. 
Hirst, G. A. N. 
Hodgson, H. M. 
Hodson, A. 
Houseman, B. G. 
Humphreys, B. R. 
Inman, J. 

Jackson, H. 
Jackson, H. B. 


CURRENT TOPICS 


James, C. L., Ph.D. 
Jamieson, A. A. 
Jenkin, H. J. 
Jennings, G. C. 
Jennings, H. L. 
Jervis, C. R. H. 
Johnson, C. 

Kalb, J. 
Kannappa, M. A. 
Keeling, H. 
Kelsey, G. H. 
Kilroy, P. J. 
Kipps, W. 

Kirk, J. H. 
Knowles, J. M. 
Krishnan, K. S. 8. 
Langdon, J. C. 
Langham, H. L. 
Larranaga, P. J. M. 
Lebern, S. A. 
Ledward, P. A. 
Leighton, B. J. 
Lewis, W. D. 
Lightbown, H. N. 
Liscombe, J. 
Livay, E. 
Longley, 8. E. 
Lorie, S. H. C. 
Lyell, H. P. J. 
Lyons, W. J. 
McLeod, C. T. 
Macpherson, G. P. 8. 
Makower, Miss H. 
Maloney, A. J. 
Mann, F. G. 
Martin, C. H. F. 
Martin, T. S. 
Matthews, H. 
Maufe, G. 
Maung, M. T. 
Maurice, R. 
Meddings, F. 
Mehrban, N. A. 
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Mehta, J. K. 
Mellick, J. 
Melville, L. G. 
Meredith, E. P. 
Moorey, 8S. 
Moran, G. L. 
Morris, F. A. 
Mukerjee, K. K. 
Munday, F. G. 
Murray, W. N. 
Murray, W. R. 
Mushtagi, A. K. 
Nath, C. 8. 

Nial, H. R. 
Niccoli, Dr. A. 
Nicholson, G. W. 
Osborne, B. E. 
Page, J. W. L. 
Paish, Sir George. 
Pakis, E. 
Pandya, A. B. 
Parker, A. 8S. 
Parmelee, R. C. 
Peach, F. 
Penha, P. de La. 
Perera, P. E. 
Picard, R. I. C. 
Pool, A. G. 
Price, J. R. 
Rajagopalan, C. 
Rajah, G. M. K. 
Rangaswami, V. K. 
Reed, A. E. 
Reeve, W. E. 
Riding, W. F. 
Roberts, Dr. H. 
Robertson, C. J. 
Robinson, A. 
Rodano, Dr. C. 
Rodway, R. 
Rountree, G. M. 
Rowland, P. J. C. 
Roy, B. B. 
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Rust, H. G. 
Samuel, D. 
Sapru, H. N. 
Schupbach, E. 
Scott, L. P. 
Seed, H. E. 
Sharp, J. C. 
Shepley, J. 
Sherman, J. V. 
Shimmin, A. N. 
Silburn, L. J. 
Simmonite, G. A. 
Simpson, H. 
Smith, A. A. 
Smith, B. 
Smith, G. 
Smith, M. 
Snell, N. 
Somers, R. H. 
Spalton, D. E. 
Starling, R. H. 
Steele, F. M. 
Stewart, A. McL. 
Stoby, I. 8S. 
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Stockdale, E. 
Stones, H. 
Stoodley, V. M. 
Strachey, E. J., M.P. 
Sudworth, E. 
Sumner, G. C. 
Sutcliffe, Prof. W. G. 
Sweejy, A. R. 
Tak-Kwong, Wong. 
Taylor, A. 

Taylor, C. E. 
Taylor, D. 
Thompson, 8. M. 
Thomson, J. N. 
Tollafield, F. C. 
Tose, L. La V. 
Townsend, W., Jr. 
Trevithick, R. G. 
Trivedi, C. M. 
Turner, Miss J. B. 
Tzankov, A. 

Van der Byl, F. V. 
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Vondrak, Dr. J. 
Wager, W. 
Walker, C. H. 
Warbasse, J. P. 
Warriner, Miss D. 
Watkinson, C. 
Watson, J. 
Weaver, D. 
Webb, Miss U. K. 
White, J. H. 
Whitfield, G. W. 
Whittemore, R. D. 
Williams, Rev. A. T. 
r. 
Wilson, Miss E. C. 
Wilson, F. 
Wilson, S. G. C. 
Wiltshear, S. B. 
Woo, Ting-liang, 
Ph.D. 
Woolsey, H. W. 
Worsley, H. 


Van Heerden, P. de Wraith, C. O. B. 


K. 


Zimmermann, E. M. 


The following have been admitted to life membership of the 


Society :— 


Beddington, R. E. L. 
Brian, A. V. 

Burns, A. R. 
Calkins, R. de B. | 
Cheng, Dr. Ming-Ju. 
Fraser, L. M. 
Gifford, C. H. P. 
Haves, Capt. T. 
Hotelling, Prof. H. 


Joseph, Miss M. F. W. 


Kahn, R. F. 
Koster, R. 
Levitt, C. B. 
Lovat Fraser, K. 


Luzzatto, Dr. M. 
McCoubrey, J. 
Manasoi, D. M. 
Marquis, F. J. 
Melchett, Baron. 
Popesco, A. J. 
Ratnam, G. 
Robertson, H. M. 
Rodyk, A. H. B. 


Sharp, G. 


M. 


Thomas, J. W. 
Thompson, R. M. 
Wilson, J. R. 
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The following have been admitted to Library membership :— 


Attached Middle School, North-Eastern University, Mukden. 

Bank of New South Wales. (Composition for fifteen years.) 

British Rolling Mills, Ltd., Tipton. 

Catholic University, Peking. 

Department of Economics, Westminster College, Pennsylvania. 

Department of Finance, Batavia. (Composition for fifteen 
years.) 

Director of Co-operation, Kuala Lumpur. 

Durham University. 

Fuh Tan University, Shanghai. 

Giannini Foundation Library, California. 

Holy Cross Library, Massachusetts. 

National Bank of New Zealand, London. 

National Bank of New Zealand, Wellington. 

Parliamentary Library, Southern Rhodesia. _ 

School of Commerce, University of Georgia. 

School of Economics and Commerce, Dundee. 

Tredegar Workmen’s Institute Society. (Composition for 
fifteen years.) 

Turner Brothers Asbestos Company, Ltd. 

Wadham College, Oxford. 

Zentralbibliothek Zurich. 





MEMBERS will have recently received three special memoranda 
prepared by the London and Cambridge Economic Service, 
namely: No. 33, the usual Quarterly Bulletin on Conditions in 
Great Britain; No. 35, the annual Bulletin on Conditions in 
Europe; and No. 34, being the third of Mr. Rowe’s special 
studies on the control of raw material supplies, dealing with 
Brazilian Coffee. The attention of members is also called to a 
circular which they will have received with these memoranda 
containing particulars of certain new publications available to 
members of the Society on special terms, namely: Dr. Bonar’s 
Catalogue of the Library of Adam Smith; Mr. Higgs’s edition of 
Cantillon’s Essai; and Professor Greig’s definitive edition of the 
Letters of David Hume. It is particularly hoped that members 
will give their support to these publications. 

The attention of members is also called to the fact that 
additional volumes are now available in the London School of 
Economics Series of Reprints of Scarce Tracts in Economics and 
Political Science. Two further volumes have been issued since 


the last announcement, namely: No. 10. Mathematical Psychics, 
No. 165.—VOL. XLIl. M 
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by Professor F. Y. Edgeworth, which has been out of print for 
a considerable time and is being republished with the kind per- 
mission of Mrs. Montgomery, Professor Edgeworth’s niece; and 
No. 11. Grundziige einer Theorie des wirtschaftlichen Giterwertes, 
by Professor Bohm Bawerk, which has only appeared previously 
in Jahrbicher fiir Nationalokonomie for 1886, and is being repub- 
lished with the kind permission of Mrs. Oelzelt of Vienna, the 
author’s sister-in-law. These volumes are published at 5s. each, 
but will be available to members of the Royal Economic Society 
at the reduced price of 3s. 6d. each. Application should be made 
for these to the Assistant Secretary of the Society, 6 Humber- 
stone Road, Cambridge. 

For a complete list of publications available on special terms, 
members are referred to the list printed amongst the advertise- 
ment pages of this issue of the JourNnaL. This list will be 
reprinted in future in each quarterly issue. 





TuHE following appointments are announced :— 


K.S. Isles, M.A. (Tasmania), B.A. (Cantab.), has been appointed 
a Lecturer in Political Economy in the University of Edinburgh. 

Stewart Bates, M.A. (Glasgow), has been appointed Assistant 
Lecturer in Political Economy in the University of Edinburgh. 

Edmund Whittaker, B.Sc. (Edin.), has been appointed first 
holder of the new Chair of Economics in the University of Natal. 
Mr. Whittaker graduated with First Class Honours in Economic 
Science at Edinburgh in 1928, and has since held the post of 
Economic Adviser under the East of Scotland College of Agriculture. 





Tue Agricultural History Society of America wishes to secure 
as full bibliographical information as possible relating to books 
or essays on agricultural history published in the British Isles 
for inclusion in its quarterly Journal. Writers of essays on 
farming history and the history of rural life in all its phases are 
therefore requested to forward details of their publications from 
time to time to the Associate Editor, Mr. G. E. Fussell, at 47 
Maple Street, W.1. Information regarding sections of scientific 
works which contain historical data, works of general history or 
the history of specific trades or districts which contain sections 
dealing with agricultural history might also be included. The 
Quarterly Journal of the Society, Agricultural History, is obtain- 
able on payment of an annual subscription of $3, which should 
be forwarded to the Treasurer, Agricultural History Society, 
Room 304, 1358 B Street S.W., Washington, D.C., U.S.A. 
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The Annual Conference of the Association of Teachers of 
Economics was held at Wantage Hall, Reading, during the 
week-end January 1-4, 1932, when over 60 members were 
present. At the opening Session on Friday evening, the Con- 
ference had an opportunity of welcoming Professor Wesley 
Mitchell, who initiated an interesting discussion on some of 
the fundamental assumptions underlying modern economic 
analysis. On Saturday morning Professor F. A. Hayek gave 
a paper on “ Some Disputed Points in the Theory of the Credit 
Cycle,” in which he criticised the view that the present depression 
is due largely to deflationary policies and lack of purchasing 
power, and stressed the importance of a fuller understanding 
of the nature of the capitalist structure of production. The 
evening discussion was opened by Mr. D. H. Robertson with a 
paper on “ The British Currency Problem,” which led to a very 
full and vigorous discussion on the practical issues involved in 
the alternatives of a managed currency and a return to gold, 
with or without devaluation. Unfortunately Mr. G. F. Shove 
was prevented by illness from opening the discussion on Economic 
Theory which had been announced for Sunday evening, and his 
place was taken at very short notice by Mr. H. D. Henderson, 
who gave an interesting analysis of the various stages in the 
development of the problems of Reparations and War Debts, and 
proceeded to an examination of various possibilities and proba- 
bilities of future settlements. 

At the Business Meeting it was decided that the name of 
the Association be changed to “ The Association of University 
Teachers of Economics,” and Professor H. A. Marquand and 
Mr. Stanley Parris, both of University College, Cardiff, were 
re-elected as Hon. Treasurer and Hon. Secretary respectively. 
It was decided that the next Conference be held, if possible, at 
Bristol, during the week-end January 6-9, 1933, and Mr. Hamilton 
Whyte was appointed Hon. Conference Secretary. 

Membership of the Association is open to all teachers of 
Economics and allied subjects in British Universities and Uni- 
versity Colleges. Applications for membership and notification 
of the next Conference programme should be accompanied by 
the Registration Fee of One Shilling per annum. 


M2 











RECENT PERIODICALS AND NEW BOOKS 


Economica. 


NovEMBER, 1931. The Pure Theory of Money. J. M. Keynes and 
F. A. von Hayek. The Economic Significance of Public Utilities. 
F. C. Benuam. The Indian Exchange Problem 1919-20. R. S. 
SAYERS. 


International Labour Review. 


OctToBER, 1931. Finance and Industry ; the Macmillan Report as a 
basis for international action. P.W. Martin. Woman Labour in 
India. R.K. Das. The Use of the Employment Exchange Service 
in Great Britain as a Labour Clearing-house. 

NovEMBER, 1931. A World Programme of Organic Economic Recon- 
siruction. G. DE Micueis. The International Regulation of 
Hours of Work in Coal-mines. (Ed.). Woman Labour in India. 
R. K. Das. 

DEcEMBER, 1931. Js Unemployment Insurance a Cause of Permanent 
Unemployment? F. Maurette. Finance and Industry: the 
Macmillan Report (contd.). P. W. Martix. The New Common- 
wealth of Australia Conciliation and Arbitration Act. O. DE R. 
FUENANDER. Holidays with Pay for Private Employees. 


Indian Journal of Economics. 


OctToBER, 1931. Optimum Taaxability. D. Guosu. Land Rent and 
Prices. D. H. Bucuanan. Crops and Population Density in 
Bihar and the United Provinces. R. K. MUKERJEE and B. GANGULI. 


The Economic Record. 


NoveMBER, 1931. Financial Reconstruction. F. A. BLAND and R. C. 
Mus. Some Economic Aspects of Grazing and Pasture Manage- 
ment in Australia. 8. M.WapuHam. Australian Monetary Policy 
reviewed. R. Witson. The Federal Income Tax Acts, 1915-31. 
H. 8. Carstaw. Scourging the Money-changers. HE. C. Dyason. 
Public Finance and Depression in New Zealand. A. H. Tockesr. 
The Doctrine of Rationalisation. F. R. E. Mavuupon. The 
Reports of the Sugar Inquiry Committee. J. M. GARLAND. 


The Manchester School. 


Vol. II. No. 2. Consumers’ Income and Outlay. R. G. Hawtrey. 
The Present Economic Situation. G.W. Dantes. The Economic 
Significance of ‘‘ Gold Maldistribution.” T.E.GrEcory. Higher 
Taxation or Higher Wages. C. Paani. The Abandonment of the 
Gold Standard. J. STAFFORD. 
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Quarterly Journal of Economics. 


NovEMBER, 1931. Economic Aspects of Adulteration and Imitation. 
C.L. AtsBERG. Velocity Concepts and Prices. R.H. LounsBury. 
The Separation of Ownership and Control in American Industry. G. 
Means. Wants and Activities in Marshall. T. Parsons. The 
Coffee Industry and the Tariff. R. B. Perreneinu. Unemploy- 
ment ; its Literature and its Problems. R.S. MERRIAM. 


Review of Economic Statistics (Harvard). 


NoveMBER, 1931. Foreign Trade and the Business Cycle. C. J. 
Buxiwiock and H. L. Mico.Eav. 


American Economic Review. 


DECEMBER, 1931. The Physiocrats. N. J. Ware. Wage Levels 
between Firms. H. L.-R. Fran. Profits and Size of Firm in the 
Automobile Industry. BR. C. Epstein. Institutional Economics. 
J. R. Commons. Stock Dividends and New York Stock Exchange. 
H.C. Freeman. A Medieval Tax Problem. E. R. A. SELIGMAN. 
The Shanghai Tael. J. P. Youne. . 


Annals of the American Academy of Political and Social Science. 


NovEMBER, 1931. An Economic Survey of Australia. (Population 
and Economic Resources; Trends in Production and Trade ; 
Industrial Organisation and Economic Control; Labour and 
Industrial Relations ; Public Finance and State Enterprise ; 
Politics and Industry.) By D. B. Coptann, G. L. Woop, F. R. E. 
Mavwpovn, L. F. Grsiry, G. ANDERSON, S. M. WapDHAM, and others. 


Journal of Economic and Business History. 


NoveMBER, 1931. Methods and Leadership in Wall Street. A. D. 
Noyes. American Hosiery Industry, with special reference to the 
downward trend of prices. R.J. Wooprurr. The Susquehannah 
Company, 1753-1803. J. P. Boyp. Lighteenth-century English 
Merchants. E. Donnan. Sir Bevis Bulmer; a _ large-scale 
speculator of Elizabethan and Jacobean times. H. M. RoBErtson. 
Deposit Banking in Barcelona, 1300-1700. A.P.UsHEeR. Economic 
Life in Japan, 1600-1868. Y. IcHIHASHI. 


Journal of Political Economy. 


OcToBER, 1931. Léon Walras and the ‘‘ Cash-Balance Approach ”’ to the 
Problem of the Value of Money. A. W. Marcer. The Early 
American Reaction to the Theory of Malthus. G. J. Capy. 
Methods in Social Science. W. H. Hamtuton, D. H. Taytor, 
A. B. Wotrre. The Inter-relation between Capital Production and 
Consumer-taking. RK. Friscu. Karl Biicher. J. F. Normano. 
A Further Note on Average Elasticity of Demand. A. J. NicHou. 

DECEMBER, 1931. Marxian, Liberal and Sociological Theories of 
Imperialism. E. M. Wrnstow. The Significance of Time 
Deposits in the Expansion of Bank Credit, 1922-26. D.R. FRENcuH. 
Prospects of Southern Textile Unionism. G.T.SCHWENNING. An 
Economic Trend for Price. C. W. Coss. Capital Production and 
Consumer-taking. J. M. CuarK. 
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Wheat Studies. 
(Food Research Institute, Stanford, California.) 


NOvEMBER, 1931. Cycles in Wheat Prices. The record of weekly 
wheat prices over forty-three years presents a panorama of price 
movements, one movement merging into or superimposed upon 
another; there is little evidence in the record to support the 
concept of seasonal price levels with appropriate interseasonal 
transitions. 

DECEMBER, 1931. The World Wheat Situation, 1930-31. The crop of 
1930 (excluding Russia) unexpectedly turned out larger than in 
any preceding year except 1928. Russia had a bumper crop and 
became a major exporter for the first time since the war. The 
inward carry-over was also large. As a result, wheat prices since 
January 1931 have been lower than in any year since 1894, and 
in terms of commodities in general wheat has been unprecedentedly 
cheap. Stabilisation operations in the U.S. kept their domestic 
prices out of line with other markets. 

JANUARY, 1932. Survey of the Wheat Situation, August to November 
1931. Burdensome supplies and low prices continued. Though 
the world crop of 1931 (excluding Russia and China) was 
100,000,000 bushels below that of 1930, total supplies were almost 
as large as in the preceding year. It appears that world stocks 
may be reduced by 100-150 million bushels by the end of the 
crop year 1931-32. 


Revue d’Econome Politique. 


SEPTEMBER-OCTOBER, 1931. La réforme monétaire en Suisse. G. 
PaILLARD. La notion de groupe industriel. F. Prrrovux. 
Essai sur le mouvement protectionniste en Grande-Bretagne. J. 
WEILLER. La vie économique en Russe. B. ELIACHEFT. 


Journal des Economistes. 


DECEMBER, 1931. Les périls actuels. E. Payen. Les Etats-Unis de 
Vv Amérique du Nord. R. J. Prerre. L’économie espagnole et le 
probléme monétaire. H. DEVILLEz. 


Schmollers Jahrbuch. 


OctroBER, 1931. Okonomie der Konsumtion. R. WimnBRANDT. Das 
Tableau économique Quesnays und seine erkldrung. U. VorELcKER. 
Die Einkommensverschiebung in Osterreich wéihrend, des Welt- 
krieges. U. VON SPITZMULLER. 

DECEMBER, 1931. Uber das theoretische Grundproblem der sowyjetrus- 
sischen Wirtschafispolitik. T. Suranyit-UncEr. Die Kauf- 
kraft des Geldes und die Stabilisierung der Wirtschaft. G. HaBER- 
LER. Grundsdtzliches zu den Moéglichkeiten einer Preis- und Lohn- 
politik. H. JurGeN-SrrapHim. Das (Grundsteuerkataster der 
Feldgiiter in Wiirttemburg. A. ZELLER. 


Jahrbiicher fiir Nationalékonomie und Statistik. 


NOVEMBER, 1931. Die statistische Theorie der Grundrente. U. Ricct. 
Eine pseudoexakte Geldtheorie. Kritik des Appendix in D. H. 
Robertson’s ‘‘ Banking Policy and the Price Level.” J. NEUBAUER. 
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DECEMBER, 1931. Der Goldstandard in der Kreditkrisis. M. R. 


WEYERMANN. “ Warten” und “ Kapitaldisposition.” G. Ham. 
Die Produktionsfactoren und ihr Verhaltnis zueinander. A. 
KoxkKALIs. 


JANUARY, 1932. Ueber die Grundlagen statistischer Forschungsmethoden. 


H. Perer. Ueber Griindungstypen und Griindungsreihen. K. 
Stra@. : 
Zeitschrift fiir Nationalékonomie. 


DECEMBER, 1931. A Problem of Dynamics. J. TINBERGEN. The 


author seeks to “dynamise”’ the static Walrasian market by 
introducing into it the concepts of “ economic horizon,” “ ex- 
pectance,” and “ retardation.” Time is divided into elementary 
periods limited by “horizons” of planning, within which the 
economic subject successively fixes his offer or demand. Cost 
Theory and the Monopoly Problem. E. Scunerper. A new 
method is suggested, based on the conception of “ marginal 
receipts.” Z'wo Books on Sociology, on the Basis of Marxism. F. 
SanDER. L. von Bortkiewicz. O. ANDERSON. In commemora- 
tion of the economist and statistician. Changes in the Capital 
Value of Austrian Share Companies listed on the Vienna Stock 
Exchange, 1913-30. O. MoRGENSTERN. 


Zeitschrift fiir die gesamte Staatswissenschaft. 


NovEeMBER, 1931. Rudolph Auspitz und Richard Lieben. O. WEIN- 


BERGER. A contribution to the history of the mathematical 
method in social science. Steuerbiologie und Statistik. F. 
MEISEL. Wirtschaft und Vergesellschaftung im Nahen Osten. T. 
SuRANYI-UNGER. 


Weltwirtschaftliches Archiv. 


JANUARY, 1932. Von den Wandlungen der Weltwirtschaft in der 





Nachkriegzeit. E. Satty. A contrast of the present crisis with 
the earlier crises of Hochkapitalismus. The first, or English, phase 
of world economy came to an end with the War; the second phase, 
the economy of As-if (Als-ob) broke down with the suspension of 
convertibility by the Bank of England. The author considers 
briefly a world economy of industrial blocks. Quantitative 
Economics. J. AxeRMANN. Economic science has in turn 
attempted to answer the following three questions : What deter- 
mines value? What determines exchange? What determines 
variation? The author describes the premises of quantitative or 
time-economics. It is demonstrated that a dynamic analysis 
must take into account the relation between present and future 
production or consumption, the relation between economic periods 
of different length and the relation between non-economic and 
economic time-factors. Formulas are given for a momentary 
equilibrium. Finally, the author gives an outline of the con- 
sequences of such a dynamic analysis for economic cycle theory. 
Studien iiber die Elastizitit des Angebots. W. LrontieF. The 
“ total” elasticity of supply depends on the average elasticity of 
the ultimate costs and the “transformation elasticities’ of the 
different successive stages of production. The latter represents 
the relation between changes in the marginal natural costs 
(measured “in kind ’”’) of production and the total output in a 
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given stage of production. A statistical analysis of the American 
iron market (1879-1915) shows how the significant changes in the 
supply schedules resulted from widely heterogeneous develop- 
ments in the “ partial ”’ elasticities, i.e. cost and ‘“‘ transformation ” 
elasticities of the different stages of production. Die Schemata des 
stationdren Kreislauf bei Béhm-Bawerk und Marx. ¥'. BuRCHARDT. 
An analysis of the interplay of means of production, raw materials, 
and labour in the cycle of production of the static state, as an aid 
to the elucidation of the dynamic problem, and especially of 
conjuncture-theory. Sozialpolitik wnd Weltwirtschaft. W. WED- SE 
DIGEN. Defines the conceptions of national, super-national, and 
the now dominant international social policy. An investigation 
follows of the outlook of national social policies on productivity, 
distinguishing the combination of factors of production, and the 
reaction of wage and price levels. International policy should 
aim at principles of organisation, not at an impossible equalisation 
of national competitive conditions. Die Wirtschaft der V.S. von 
Amerika und die Weltwirtschaftskrisis. H. Levy. An examina- 
tion of the credit inflation of the United States, and of the com- 
ponents of the crisis, especially in relation to gold, rationalisation, 
and speculation in real estate and securities. The United States 
has by its policy contributed to accentuate the world-crisis. Die 
weltwirtschaftliche Stellung des Elsass. H. LAUFENBURGER. Die 
Nachfrage nach dgyptischer Baumvolle und ihre Elastizitdét. U. 
Ricot. The writer has in other places suggested a new theory, 
according to which the elasticity of demand should be studied in 
curves of expenditure. He here offers a statistical application, 
using the figures of Bresorani-TuRRONI. He develops a new 
series, that of the outlays which are equal to average-priced 
products according to price and quantity, and by interpolation of a 
parabola of the second degree he obtains the outlay curve. From 
the equation of this curve there is given directly an equation of 
the demand curve. 


De Economist. 


JuLy—Aveust, 1931. Loondaling en algemeen prijsniveau. G.M. VER- 
RIJN STUART. Comments on the opposite views regarding the 
effects of lowering wages in shortening the period of disequilibrium 
in times of depression. As one who holds that a reduction in the 
wage-level would facilitate recovery, the writer criticises a recent 
memorandum of the League of Nations, and argues against the 
view therein expressed that a reduction of wages would lead to 
“un affaiblissement général de toute la série des valeurs.” Wages 
represent only one price, and it is argued that the remoter effects 
would be in the direction of a raising rather than a lowering of the 
general price level. The League of Nations Memorandum also 
ignores the point that the problem of wages is different in different 
industries; in particular there is the question of sheltered and 
unsheltered industries. In some countries (e.g. Australia) all 
wages are presumably too high; in others (e.g. Holland), while 
there is no question of a universal reduction of all wages, the knife 
should be drastically applied in the case of sheltered industries. 
Lastly, the article discusses the question of the practicability of 
wage-reductions, and of the steps which Authority might take to 
facilitate greater adaptability. Fondsvorming en sociale verze- 
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an kering. Ant. VAN Giun. A commentary on the discussion at a 
he Conference last year on the finance of social insurance. De 
a economische Structuur eener Socialistische Volkshuishouding. II. 
G. Morreav. A continuation of the discussion of the price policy 
les proper to a socialistic state. The writer discusses at length, with 
T. reference to the Laws of Constant, Increasing and Diminishing 
ls, Cost, the question whether sale of all commodities at cost price, or 
id the sale of some things at a profit and others at a loss, leads to the 
of greatest general satisfaction. 

D- SEPTEMBER, 1931. De verhouding tusschen mannen- en vrouwenloon. 
id AnnA Potak. A detailed discussion, with reference to Dutch 
n conditions, of the relationship between men’s and women’s wages, 
Ys supported by particulars relating to different industries. In 
le periods of unemployment there is a tendency to extend the 
d restrictions on women’s employment, especially after marriage, 
n on the principle of ‘‘ fewer women, more men.” Elsewhere it is 
re proposed to raise women’s wages to the same level as men’s in 
P order to discourage their employment. The other tendency is to 
give women definitely lower wages. A review of the position of 
? women in Government employment shows that even where in 
3 theory wages are the same, they are not so in practice. ~Women 
; are penalised (in Holland) by a deduction imposed on the un- 
' married which falls on women more than on men, and by the 
deductions under the old age and widows’ pension scheme, from 
which women can draw less advantage than men. Particulars are 
given of an inquiry to ascertain what proportion of women in the 
post office contribute to the support of others; of those who 
answered the circular (30 per cent.) almost two-thirds helped to 
maintain others. Particulars of the differences elsewhere are 
given, and it is suggested that the absence of women from the 
bodies which enter into collective wage-agreements prejudices the 
position of women. The argument that equal wages for men and 
women would be “ unjust ” is considered with special reference to 
an article in the Rotterdamsche Nieuwe Courant. The conclusion 
is that like work, of the same kind and of the same value, should 
receive the same reward, irrespective of sex, as of religious belief 
or political opinion. De Duitsche arbeidsgeschillenregeling. In. 
A. W. Quint. A discussion of the German system of conciliation, 
established by the Ordinance of 30th October, 1923. The whole 
system is based on the assumption that the object of the Con- 
ciliation Court is to lead to the conclusion of collective agreements. 
An article by Rudolf Wissell, Minister of Labour, is quoted, to the 
effect that the principle of the ordinance is that “ conciliation is 
an aid to the conclusion of collective agreements. The final 
purpose of conciliation, the avoidance of unnecessary labour 
disputes, is not thereby altered, but the promotion by the State 
of collective agreements is indicated as the appropriate method 
for the achievement of this object.”” The procedure is discussed, 
with special reference to the position of the chairman where he 
agrees with neither side. The most characteristic feature of the 
system is that which gives the State power in certain cases to 
declare a finding “ binding ” (verbindlich). This is connected in 
principle with the fundamental relationship of the system to the 
conclusion of collective agreements, since a period without an 
agreement cannot be tolerated. The writer discusses in what 
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respects this power to make a decision verbindlich differs from 
compulsory conciliation, as in Australia. It does not in itself 
entail penalties; it implies a legal fiction that an agreement has 
been made. It is noted that this provision is approved by German 
Trade Unions. An interesting possibility of development is 
indicated in a recent case (1930) where a lowering of wages was 
made conditional on a reduction in the price of the product. De 
Economische Structuur eener Socialistische Volkshuishouding. G. 
MorrEAv. Completes the series of articles on the economics of 
the socialist state, dealing in particular with the choice between 
various methods of round-about production and with foreign trade. 
The conclusion is that in principle “a satisfactorily functioning 
socialist organisation of production is possible.” 

OcToBER, 1931. De rationalisatie en haar invloed op de productie en de 
verdeeling. W. J. VAN DE WoxstisnE. In Europe, rationalisa- 
tion tends to be concerned with the technical side of production ; 
in America, it is more closely connected with social-economic 
phenomena. In the main a discussion of the size of business in 
Holland, from the point of view of men employed, horse-power and 
capital. The effects are traced in productivity, earning power, 
wages, etc. The conclusion is that so far as producers are con- No 
cerned, rationalisation has not yielded the results that might have 
been anticipated. De huidige situatie van den Indischen import- 
handel en de economische beteekenis van de Indische nederzetting en 
in het proces van winstvorming. A. E. C. VAN SAaRLos. A dis- 
cussion of the position of Holland with regard to the trade of the 
Dutch East Indies. The economic isolation of the tropical colonies 
is passing away. The factors leading to the change are the 
increasing industrialisation of the East, the increasing purchasing 
power of the natives, and the competition of other countries, the 
position of America being specially underlined. The importance 
of the Dutch domicile of a business is falling into the background, 
and a position of greater active independence must be allowed to 
the Indian establishments. Both with regard to the import and 
export trade, the Dutch East Indian colonies are appearing as 
independent powers in the world economy. 

NovemMBER, 1931. Bankenaufsicht in Deutschland. KonrapD MEL- 
LEROWIcz. An article (in German) emphasising, in the first place, 
that the world is undergoing a greater change than that repre- N 
sented by the Industrial Revolution. The individualism of 
Adam Smith rested on a condition of affairs that no longer exists 
and cannot be recalled. Control is now natural and inevitable. 
The main part of the article is devoted to a summary and criticism 
of the Ordinance relating to the Control of Banks, promulgated by 
the German Chancellor on 19th September last, and the functions 
of the “ Reichskommissar fiir das Bankgewerbe.” De huidige 
situatie van den Indischen importhandel, etc. II. A. E. C. Van 
Saartos. A continuation of the article in the preceding number, 
dealing largely with the marketing of articles, and the division of 
function, profit, etc. between the Dutch firm and the East Indian 
branches. 


Giornale degli Economisti. 


OcToBER, 1931. Jl monopolio dell’intermediario. L. Rosst. A 
mathematical and diagrammatic treatment of that form of mono- 
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poly which arises under certain conditions when middlemen are 
enabled to maintain prices at levels which secure them abnormally 
large profits. Sul raggiungimento dell’ ottima costituzione delle im- 
prese. A. BREGLIA. Some notes on the optimum size and structure 
of the industrial unit under conditions of free competition and 
monopoly respectively. La natura e il fondamento delle “ imposte 
sugli scambi.”” PROFESSOR E. D’ALBERGO contends that a sales or 
turnover tax should be regarded not as a tax on consumption but 
as a tax levied on producers and based on the total volume, 
expressed in value, resulting from the transfer of goods and 
services—a tax which may fall in whole or in part on consumers, 
but which cannot be justified by reasons applicable to a tax on 
consumption. The justification of the sales tax is to be found in 
the “‘ benefit ” theory of taxation; it clearly cannot be found in 
the theory of “capacity to pay.” The volume of transactions 
affords a good measure of the effective consumption of State 
services, and a sales tax is therefore a useful addition to a tax-on 
incomes, the size of which cannot be regarded as being proportional 
to the benefits derived from the protective, developmental and 
other services of the State. ; y 

NoveMBER, 1931. Le teorie del valore e Veconomia politica. 
A. GraziapEr. Sull’interesse comparato alla restrizione dello 
smercio. A. CRosARA. Considerazioni ai margini della capacita 
“ contributiva.” M. Puetiesr. A consideration of recent ten- 
dencies of modern tax systems; for example, the taxation of 
corporations, bachelors (where the chief motive arises from 
demographic reasons), and the sales tax, shows that the principle of 
capacity to pay is not applicable in certain cases. The sales tax, 
e.g., must be regarded within certain limits as a necessary part of 
the expenses of production, irrespective of the net income of the 
concern, following the principle that every branch of economic 
activity must contribute to the cost of the public services. La 
via @uscita. G.M. A brief résumé of the resolutions of the last 
meeting of the International Chambers of Commerce in regard to 
reparations, war debts, and to the monetary and financial problems 
of the world. 


La Riforma Sociale. 


NovEMBER-DECEMBER, 1931. Tipi aurei e deflazioni. V.Porrt. A 
defence of the view that the main reasons for the breakdown of the 
gold standard in 1931 were the hoarding and sterilisation of gold 
by France and the United States, with the resultant deflation and 
fall in gold prices, and the unwillingness of these creditor countries 
either to lend capital abroad or to accept payment in goods. 
Nuove riflessioni in disordine sulla crisi. PRroressor EINAUDI, 
surveying the course of the world economic crisis in 1931, makes a 
penetrating analysis of the causes of England’s defection from the 
gold standard. Amongst other factors it is impossible to absolve 
English leadership, whether in industry, banking, political life, or 
the labour movement, from a certain rigidity of temperament and 
lack of adaptability to new conditions. One of the deeper causes 
of the crisis throughout the world may be the effect on demand of 
the decay, under the influence of war-time and post-war inflation, 
of the old middle classes, and the rise from below of new classes 
with increased wealth and with extravagant and unstable 
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standards of expenditure. ‘‘ Little by little their demand has 
been satisfied, and satisfaction has brought with it moral and 
spiritual dissatisfaction and unrest. The rising class realises that 
it has only enlarged its own vices without having acquired the 
characteristic qualities of the upper classes. Hence, changed in 
numbers and composition, after having recognised the emptiness 
of the things for which it had yearned so long, it is returning to its 
own standards and resuming its slow march towards a laborious 
progress which is the fruit of its own struggles and achievements. 
Now is the moment of the crisis when the ‘new’ demand for 
goods yielding a crude and showy satisfaction is contracting, 
while the ‘ old’ demand is not yet renewed and adapted to the 
changed technical and social conditions.” L’ordinamento del- 
Vimposta di famiglia nel testo unico per la finanza locale. F. A. 
Repact. II sistema “a catena”’ nella “ Societa per le bonifiche 
Ferraresi.” KE. Grretti. Florilegio fiscale. L. Ernaupt. Note 
su alcune recenti operazioni finanziarie. R. Levis. 
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